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FOREWORD 


Ttiis  booklet  contaiiis  the  income  and  excess  profits  tax  pro- 
visions of  the  Revenue  Act  of  ld21,  paraphrased  and  (dassified, 
with  explanatory  and  iUiistrative  text  based  on  rulings  of  the 

Internal  Revenue  Bureau. 

Xhe  booklet  is  divided  into  four  parts  as  follows ; 

PART  I.  deals  with  income  subject  to  tax  and  proceeds  from  a 
consideration  of  gross  income  of  various  kinds  and  the  applica- 
ticm  of  the  authorized  deductions  and  credits,  to  the  determinatton 
of  net  income. 

PART  II.  deals  with  the  letam  and  payment  of  the  income  tax 
and  proceeds  to  the  classification  of  the  rates  of  tax  and  to  the 
computation  of  the  tax  so  that  it  may  be  properly  r^rted  and 
paid.  The  administrative  measures  and  requirements  designed  to 
assure  the  payment  of  the  tax  are  described  briefly. 

PART  III,  deals  with  the  persons  liable  to  tax  and  proceeds  with 
an  explanation  showing  in  wlmt  respects  tiie  sitaation  of  each 
class  of  persons  as  regards  the  tax  is  unlike  that  of  typical  citi- 
or  resid^ts.  This  part  of  the  booklet  ne^Eisarily  is  very 
brief,  as  the  aim  in  its  preparation  was  primarily  to  assist  the 
citissen  or  resident  taxpayer. 

PART  IV.  deals  with  corporations  and  proceeds  to  the  determin- 
ation of  net  income  of  corporations,  with  the  consideration  of  the 
component  parts  making  up  invested  capital  and  to  the  computa- 
tion of  the  Income  and  excess  profits  taxes  of  corporations. 

The  arrangement  of  the  booklet  has  been  planned  to  simplify 
the  work  of  preparing  returns  and  to  make  it  as  easy  as  possible 
for  a  taxpayer  to  find  what  he  ought  to  read  and  to  reject  what 
he  need  not  read.  A  great  majority  will  be  little  interested  in 
Part  III.  and  only  those  preparing  corporation  returns  need  be 
concerned  with  Part  lY.  A  Data  Sheet  has  been  included  in  the 
appendix,  so  that  by  noting  the  appropriate  paragraphs  indicated 
thereon  applicable  in  a  particular  tmtamx^  It  will  be  nnnecessair 
to  read  all  of  Part  I. 
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PART  I 

Income  Subject  to  Tax 

1.-.THE  REVENUE  ACT  OF  192L 

The  Revenue  Act  of  1921  is  a  new  and  complete  tax  law.  It 
re-enacts  such  sections  of  the  Revenue  Act  of  1918  as  are  to 
remain  in  force,  and  its  new  provisions  incorporate  many  changes 
and  additions.  The  Revenue  Act  of  1918,  which  has  been  in  force 
for  1918,  1019  and  1920,  is  repealed. 

The  provisions  embodied  in  the  new  Revenue  Act  of  1921  are 
of  two  kinds:  First,  those  that  affect  income  for  1921,  and  second, 
those  which  become  effective  as  of  January  1,  1922  and  thus  will 
affect  income  for  1922  and  subsequent  years.  The  subject  matter 
of  this  book  covers  the  provisions  of  the  new  Revenue  Act  of 
1921  as  they  aifect  income  for  1921. 

The  statute  imposes  an  income  tax  on  individuals,  including  a 
normal  tax  and  a  surtax.  The  tax  is  upon  net  income  after  de- 
ductins:  from  gross  income  the  allowable  deductions.  In  certain 
eases  credits  are  allowed  against  net  income  and  against  the 
amount  of  the  tax.  The  tax  is  payable  upon  the  basis  of  returns 
rendered  by  the  persons  liable  thereto,  except  that  in  some  in- 
stances it  is  to  be  paid  at  the  source  of  the  income. 

There  are  special  provisions  which  deal  with  the  effect  of  the  tax 
on  nonresident  alien  individuals,  partnerships  and  personal  serv- 
ice corporations,  estates  and  trusts  and  the  stockholders  of  corpo- 
rations which  unreasonably  accumulate  their  profits.  The  statute 
also  imposes  an  income  tax  at  a  fixed  rate  and  an  excess  profits 
tax  on  certain  corporations.  (Excess  profits  tax  repealed,  effective 
1922). 

2._GR0SS  INCOME. 

Gross  income  includes  gains,  profits  and  income  derived  from 
salaries,  wages  or  compensation  for  personal  services,  including 
the  compensation  of  federal  officers  and  employees  received  as 
such,  of  whatever  kind  and  in  whatever  form  paid,  or  from  pro- 
fessions, vocations,  trades,  businesses,  commerce,  or  sales  or 
dealings  in  property,  whether  real  or  personal,  growing  out  of 
the  ownership  or  use  of  or  interest  in  such  property;  also  from 
interest,  rent,  dividends,  securities  or  the  transaction  of  any 
business  carried  on  for  gain  or  profit,  or  gains  or  profits  and 
Income  derived  from  any  source  whatever. 

The  rerni  "income"  includes  profit  gained  through  sale  or 
conversion  of  capital  assets,  also  gains  realized  by  a  single 
isolated  sale  of  capital  assets  as  well  as  from  sales  by  one 
engaged  in  buying  and  selling  as  a  business.  Merchants  Jjoan 
und  Trust  Company  v.  SmietwiilM. 

Two  classes  of  items  of  Income,  however,  are  excluded  from 
statutory  gross  income,  those  specifically  mentioned  in  the  statute 
as  not  induded  in  gross  income  and  as  exempt  from  income 
taxation,  and  those  which  by  reason  of  other  statutes  or  the 
federal  Constitution  itself  must  be  r^arded  as  implicitly  to  be 
excluded.  The  first  class  includes  the  proceeds  of  life  insurance 
poUcies,  under  ewtaiu  dLreamgtanewi;  the  value  of  propoiy  ac- 
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nuired  by  gift  or  bv  will  or  descent ;  interest  upon  certain  govern- 
mental obligations:  arid  income  received  by  special  classes  of 
persons.  The  second  class  includes  dividends  received  on  the 
stock  of  federal  reserve  bnnl<s,  and  the  compensation  paid  their 
officers  and  emploves  by  states.  For  instance,  compensation  paid 
by  a  state  to  an  officer  of  the  National  Guard  is  exempt  from 
tax,  but  compensation  paid  by  the  Federal  Government  to  such 
officer  for  services  while  engaged  in  field  training  or  at  instruc- 
tion camps  is  not  exempt. 

A  lump  sum  received  by  an  employee  from  a  former  employer 
upon  the  termination  of  his  eniployiuent.  as  an  expression  of  Its 
appreciation  of  his  long  and  faitliful  service,  is  in  tlie  nature  of 
additional  contpensation  and  must  l.«e  included  by  tlie  employee 
in  computing  his  net  income  for  tlie  year  in  which  received. 
Where  a  corporation  paid  excessive  compensation  to  its  officers 
they  mu«;t  report  the  full  amount  in  their  individual  returns,  even 
though  such  amount  was  disallowed  as  a  deduction  to  the  corpo- 
ration. 

3.— Basis  for  Determining  Gain  or  Loss  Prom  Sale. 

For  the  purpose  of  ascertaining  the  gain  derived  or  loss  sus- 
tained from  the  sale  or  other  disposition  of  property,  real,  per- 
sonal or  mixed,  the  basis  in  the  case  of  property  acquirefl  after 
February  28,  1913,  is  its  cost  or  its  last  inventory  value,  if  such 
property  is  included  in  inventory  properly  taken. 

In  the  case  of  property  acquired  before  March  1,  1913,  under 
the  Revenue  Act  of  1918,  the  basis  for  determining  gain  or  loss 
was  its  fair  market  price  or  value  as  of  that  date.  The  Revenue 
Act  of  1921,  however,  provides  that  where  such  property  was 

acquired  before  March  1,  1913:  -  «     ».  ^  t„ 

(1)  If  its  fair  market  price  or  value  as  of  Marcn  1,  191«5,  IS 
more  than  cost,  the  gain  is  the  excess  of  the  sales  price  over  such 

fair  market  price  or  value;  *  «     ^  •.  -imq  i. 

^2)  If  its  fair  market  price  or  value  as  of  March  1,  IBIS,  IS 
less  than  cost,  the  loss  is  the  excess  of  such  fair  market  price  or 
value  over  the  sales  price;  ,  ^  , 

(3)  If  the  sales  price  is  more  than  cost,  but  equal  to  or  less 
(not  more)  than  its  fair  market  price  or  value  as  of  March  1, 
1913,  no  gain  or  loss  results; 

(4)  If  the  sales  price  is  less  than  cost,  but  equal  to  or  more 
(not  less)  than  its  fair  market  price  or  value  as  of  March  1, 1918, 
no  gain  or  loss  results. 

This  rule  may  be  stated  simply  as  follows: 

(a)  To  determine  gain,  the  fta«i«  *«  the  March  J,  191S,  value 
if  more  than  eo§t: 

(b)  To  determine  Joss,  the  basis  is  the  March  1,  191S,  value 
if  less  than  cost. 

In  illustration  of  the  r»receding,  let  it  be  assumed  that  an  indi- 
vidual bought  12  shares  of  stcck  prior  to  March  1, 1913,  each  share 
costing  100  or  par.  The  recognized  value  of  these  shares  on 
March  1,  1913,  was  as  follows:  Share  A,  120;  share  B,  80;  share 
C,  120;  share  D,  80;  share  E,  90;  share  F,  100;  share  G,  120; 
Share  H,  100;  share  I,  120;  share  J,  90;  share  K,  120;  share  L,  90. 
All  these  shares  were  sold  in  1921  at  the  following  prices :  Share  A 
at  140,  share  B  at  60,  share  C  at  110,  share  D  at  90,  share  E  at 
110.  share  F  at  110,  share  G  at  90,  share  H  at  80,  share  I  at 
120.  fihare  J  at  90,  share  K  at  100,  share  L  at  100.  The  gain  or 
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loss  in  each  case,  in  accordance  with  the  provisions  of  the  law 
just  explained,  is  Uien  indicated  in  the  following  table: 


MaXCU 

of 

1913, 

Sales 

stock 

Cost 

Value 

Price 

Gain 

hm 

A   

100 

120 

140 

20 

B   

100 

80 

00 

"io 

C   

100 

120 

UO 

None 

None 

D   

100 

80 

90 

None 

None 

E   

100 

90 

110 

10 

F   

100 

100 

110 

10 

G    — 

100 

120 

90 

15 

H   

  100 

100 

80 

20 

I   

100 

120 

320 

None 

None 

J   

  100 

90 

90 

None 

None 

K   

100 

120 

100 

None 

None 

L   

100 

90 

100 

None 

None 

In  the  case  of  property  acquired  by  gift  after  December  51, 
1920,  the  basis  for  determining  gain  or  loss  on  a  sale  is  the  same 
as  the  property  iconld  have  in  the  hands  of  the  donor  or  the  last 
preceding  otvner  by  lohom  it  was  not  acquired  by  gift.  In  the 
case  of  the  sale  of  property  acquired  by  gift  on  or  before  De- 
cember 31,  1920,  or  by  bequest,  devise  or  descent,  the  basis  for 
detej'ininiug  gain  or  loss  is  the  fair  market  price  or  value  of  such 
property  at  tlie  time  of  acquisition. 

Where  a  corporation  sells  assets  acquired  prior  to  March  1, 
1913,  for  an  amount  in  excess  of  tlieir  value  on  that  date,  such 
value  being  greater  than  tlieir  cost,  the  difference  between  the 
selling  price  and  tlie  value  on  March  1,  1913,  is  income  subject  to 
taxation.  Eldorado  Coal  and  Mining  Company  v.  Mager.  Where  a 
taxpayer  acquired  property  prior  to  March  1,  1913,  and  sold  it 
after  that  date  for  a  price  In  excess  of  its  value  on  that  date  but 
less  than  its  cost,  he  received  no  gain  from  the  transaction,  hence 
no  income  subject  to  taxation.  Goodrich  v.  Edwards.  Where  a 
taxpayer  sells  property,  acquired  prior  to  March  1,  1913,  for  an 
amount  in  excess  of  its  value  on  that  date  and  also  in  excess  of 
its  cost,  such  value  being  less  than  its  cost,  only  that  part  of  the 
selling  price  which  is  above  cost  is  gain  and  subject  to  taxation 
as  income.  Where  a  taxpayer  sells  property  acquired  prior  to 
March  1,  1913,  for  an  amount  in  excess  of  its  value  March  1,  1913, 
but  e(iual  to  its  cost,  he  receives  no  prolit,  hence  no  income  subject 
to  taxation.    Walsh  v.  Bretvster. 

Inventories  are  to  be  taken  according  to  rules  and  regulations 
prescribed  by  the  Commissioner  with  the  approval  of  the  Secre- 
tary and  on  such  basis  as  conforms  as  near  as  may  be  to  the 
best  accounting  practice  in  the  trade  or  business  and  as  most 
clearly  reflects  the  income.  The  rule  applicable  to  all  industries 
is  that  inventories  should  be  taken  on  the  basis  ot  (a)  costp  or 
(b)  cost  or  market,  wJiichever  is  lower. 

4^-43alii  or  Loss  Fkom  RMhanges  of  Property. 

On  an  exchange  of  property  for  other  property  no  gain  or  loss 
is  recognized  unless  the  property  received  in  exchange  has  a  read- 
Up  realizable  market  value.  Where  property  is  exchanged  for 
other  property  which  has  no  readily  realizable  market  value^  to- 
gether with  money  or  other  property  which  has  a  readily  realiz- 
able market  value,  then  the  money  or  the  fair  market  value  of  the 
property  having  such  readily  realizable  market  value  received  in 
exchange  shaU  be  applied  against  and  reduce  the  basis  of  the 
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property  exchanged,  and  if  in  imce»i  0/  «uc/i  ba«i«.  (^nall  be  taatdbU 

to  the  extent  of  the  excess.  7^„„ 

In  the  following  classes  of  exchanges  no  gam  or  loss  xs  recog- 
m^ed  even  if  the  property  received  in  exchange  has  a  readily 
^LlTrnarket  vS:  d)  when  property  held  for  investment  or 
^Tod^i^Z  useZ  t^^^^^^     ^^siness  (not  stock  in  trade  or  prop- 
^v  Zld  fTsm  is  exchanged  for  property  of  a  like  kind  or  use; 
mtO^  Zthe  reorganization  of  corporations  a  person  recewes  n 
itoc^oToS  \tock  J  securities  owned  by  him  stock  or  securitjesin 
aeorwra^aparty  to  or  resulting  from  such  reorganization;  (3) 
JiS^a^iTor)  two  or  more  persons  transfer  any  property^ 
reS^ver^a  or  mixed,  to  a  corporation  and  immediately  after 
mtfS^aZ     control  of  such  corporation.    When  property 
Tex^^  fJr  property  specified  in  (1),  (2)  and  (3)  as  received 
V^aSie,  toglth^  with  money  or  other  property  of  a  readily 
realizable  tMtrJ^  value  other  than  that  specified  in   1),  (2)  and 
m  the  nwZyor  the  fair  market  value  of  such  other  property 
reokved  in  exchange  shall  he  applied  against  and  reduce  the  basis 
of  the  property  exchanged,  and  if  in  excess  of  such  lasis,  shall 
he  taxable  to  the  extent  of  the  excess.  ^  r.th^^ 

Except  as  noted  above,  where  property  is  exchanged  for  other 
propel  and  no  gain  or  loss  is  recognized,  the  property  received  is 
treated  as  taking  the  place  of  the  property  exchanged.   This  pro- 
is  applicable  in  the  case  of  property  involuntarily  converted 
into  cash  (see  paragraph  U)  and  also  in  the  case  of  wash  sales 

owSnSV ^wo  or  more  persons  are,  in  control  of  a  corpora- 
tion when  they  own  at  least  80%  of  the  voting  stock  and  at  least 
80cf„  of  the  total  number  of  shares  of  all  other  classes  of  stock. 
Reorganization  includes  a  merger,  consolidation  (including  the 
acquisition  by  one  corporation  of  at  least  a  majority  of  the  voting 
stock  and  at  least  a  majority  of  all  other  classes  of  stock  or  of 
substantiaUy  all  the  properties  of  another  corporation),  recapitalv- 
gatUm,  or  mere  change  in  identity,  form  or  place  of  organization. 

A  "dividend"  is  any  distribntion,  in  cash  or  property,  made  Uy 
a  corporation  to  its  stockholders,  out  of  Its  earnings  or  profits 
accumulated  since  February  28,  191S.      .      ,    ^       ,  .  ^„„„ 

Any  distribution  made  by  a  corporation  is  deemed  to  have 
been  made  from  earnings  or  profits  accumulated  since  February 
28  1913  (including  any  increase  in  value  of  property  accrued  since 
February  28,  1913),  but  any  earnings  or  profits  accumulated  prior 
to  March  1,  1913,  may  be  distrtbuted  ftree  of  tax  provided  the 
earnings  or  profits  accumulated  since  February  28, 1913,  have  first 

been  distributed.  .  .      ^  ... 

If  any  such  tax-exempt  distribution  has  been  made,  the  loss  (tf 
any)  on  the  sale  of  his  stock  by  a  distributee  wiU  he  the  excess  of 
the  cost  or  March  1,  1913  value  of  such  stock  over  the  sum  of  the 
amount  realized  from  the  sale  thereof  plus  the  aggreffate  amount 
of  the  tax-exempt  distribution  received  by  Mm  thereon. 

Any  distribution  (except  out  of  earnings  or  profits  or  out  of 
increase  in  value  of  property  accrued  before  March  1,  191S)  is  to 
be  applied  against  and  reduce  the  cost  or  March  1,  1919  voMe  for 
the  purpose  of  ascertaining  gain  or  loss  on  tlte  sale  or  other  dis- 
position by  the  distributee  of  his  stock. 

A  dividend  is  income  to  the  stockholders  as  of  the  date  when 
the  cash  or  other  property  is  unqualifiedly  made  subject  to  their 
demands.  ^ 
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Gash  dividends  received,  while  exempt  from  all  normal  tax, 
are  taxable  to  the  individual  recipient  at  the  surtax  rates  for  the 
year  in  which  received.  Accordingly,  dividends  must  be  included 
as  gross  inccme,  but  they  may  be  deduct  as  a  credit  in  ooin- 
puting  the  normal  tMX, 

6. — ^Dividends  Paid  in  Stock. 

In  the  case  of  Towne  v.  Eisner  it  was  held  by  the  U.  S.  Supreme 
Court  that  stock  dividends  were  not  taxed  under  the  Revenue 
Act  of  1913,  which  did  not  expressly  refer  to  them,  and  Macomber 
V.  Eisner  decided  by  tlie  Supreme  Court,  held  that  they  are  not 
taxable  under  the  Revenue  Act  of  1916,  although  it  expressly  so 
provided.  The  provision  in  the  Revenue  Act  of  1918  is,  in  elfect, 
the  same  as  in  the  Revenue  Act  of  1916,  and  specifically  taxes 
stock  dividends.  In  accordance  with  the  later  decision  stock 
dividends  are  not  subject  to  taxation  under  the  Revenue  Act  of 
1918.    The  Revenue  Act  of  1921  does  not  tax  stock  dividends. 

If  after  the  payment  of  a  stock  dividend  a  corporation  proceeds 
to  cancel  or  redeem  its  stock  at  such  time  and  in  such  manner  as 
to  make  the  distribution  and  cancellation  or  redemption  essen- 
tially equivalent  to  the  distribution  of  a  taxable  dividend,  the 
amount  received  in  redemption  or  cancellation  is  to  be  treated  as 
a  taxable  dividend  to  the  extent  of  the  earnings  or  profits  accumu- 
lated by  the  corporation  after  February  28, 191$. 

7.— INCOME  EXEMPT  FBOM  TAX. 

The  following  items  are  exempt  fnmi  income  taxation  and  should 
not  be  included  in  gross  income : 

(1)  Proceeds  of  life  insurance  polities  paid  upon  the  death 
of  the  insured.  (Accordingly,  amounU  t^oeived  as  kuwtmce 
upon  the  Ur^  of  officers  or  employees,  by  a  taxpayer,  upon  the 
death  of  the  insured  do  not  constitute  taxable  ineome  to  fhe  tax- 
payer; and  the  proceeds  of  life  insurance  polices  paid  to  cor- 
poration beneficiaries  are  exempt). 

(2)  The  amount  received  by  the  insured  as  a  return  of  premium 
oj*  premiums  paid  by  him  under  life  insurance,  endowment 
or  annuity  contracts,  either  during  the  term  or  at  the  maturity 
of  the  term  mentioned  in  the  contract  or  upon  surrender  of  the 

contract. 

(3)  Amounts  received  through  accident  or  health  insurance, 
or  under  Workmen's  Compensation  Acts,  as  compensation  for  per- 
sonal injuries  or  sickness,  plus  the  amount  of  any  damages  re- 
ceived, whether  by  suit  or  agreement,  on  account  of  such  injuries 
or  sickness. 

(4)  The  value  of  property  acquired  by  gift,  bequest,  devise,  or 
descent  (but  the  income  fnm  mail  pn^ierty  must  be  included  in 
gross  income.) 

(5)  Interest  upon  the  obligations  of  a  state,  territory,  or  any 
political  subdivision  thereof,  or  the  District  of  Columbia ;  or  upon 
securities  issued  under  the  provisions  of  the  Federal  Farm  Loan 
Act  of  July  17,  1916,  or  upon  the  obligations  of  the  United  States 
or  its  possessions;  or  bonds  issued  by  the  War  Finance  Corpora- 
tion. In  the  case  of  obligations  of  the  United  States  issued  after 
September  ],  1917  (other  than  postal  savings  certificates  of  de- 
posit), and  in  the  case  of  bonds  issued  by  the  War  Finance  Corpo- 
ration, the  interest  is  exempt  from  tax  only  if  and  to  the  extent 
provided  in  the  respective  Acts  authorizing  the  issue  thereof,  as 
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amended  and  supplemented,  and  is  excluded  from  gross  income  if 
and  to  the  extent  it  is  wholly  exempt  from  income  and  profits 
taxation  to  the  taxpayer. 

(C)  Amounts  received  under  the  Wor  Bisk  Insurance  and  ths 
Vocational  ReMMlitation  Acts  or  from  u>ar  pensions  from  tAe 
United  States. 

Ministers  of  the  gospel  who  are  furnished  parsonages  rent  free^ 
as  part  of  oompensation,  are  no  lofiger  required  to  account  for  the 

refital  value  thereof.  ^ 
The  exemption  of  $3,500  formerly  alUwed  soldiers  and  sailors 

is  repealed.  ^ 

Federal  income  tax  paid  hp  an  issuing  corporation  on  its-taw^ 
free  covenant  hondSy  in  behalf  of  bondholders^  need  not  be  In- 
cluded as  additional  gross  income  by  such  bondholders. 

fU-Iibertsr  Bands  and  VieftMy  Notes. 

The  Revenue  Act  of  1921  simplifies  the  complicated  tax  ex- 
emptions authorized  under  the  various  Liberty  bond  and  Victory 
note  Acts.  The  provisions  effective  for  1921  as  provided  by  the 
new  law  are  as  follows: 

L  FOUR  PER  CENT  AND  4%  PER  CENT  BONDS  ARE  EXEMPT 
FROM  ALL  FEDERAL,  STATE  AND  LOCAL  TAXATION, 
EXCEPT  (a)  ESTATE  OR  INHERITANCE  TAXES,  AND 
(b)  FEDERAL  INCOME  SUBUAXBS  AND  PROFITS 
TAXES,  AS  FOLLOWS: 

!•  First  Liberty  Loan  Con- 
verted 4  Per  Cent  Bonds 
Of  1932-1947  (First  4s). 

S.  First  Liberty  Loan  Con- 
verted 4%  Per  Cent  Bonds 
of  1932-1947  (First  4^8, 
issue  of  May  9,  1918). 

S.  First  Liberty  Loan  Second 
Converted  4  %  Per  Cent 
Bonds  of  1932-1947  (First 
414  s,  issue  of  October  24, 
1^18).  ^         ^  ^ 

4.  Second  Liberty  Loan  4  Pw 

Cent  Bonds  of  1927*1942 
(Second  4s). 

5.  Second   Liberty  Loan  Con- 

verted 4%  Per  Cent  Bonds 
of  1927*1942  (Second 
414s). 

e.  Third  Liberty  Loan  4^  Per 
Cent  Bonds  of  1928  (Third 

4%s). 

7.  Fourth    Liberty    Loan  4% 

Per  Cent  Bonds  of  1933- 
1938  (Fourth  4%s). 

8.  Victory   Liberty   Loan  4% 

Per  Cent  Convertible  Gold 
Notes  of  1922-1923  (4% 
P«p  Cent  Victory  Notes), 

II.  FOUR  PER  CENT  AND  4%  PER  CENT  BONDS  ARE  EN- 
TITLED TO  LIMITED  EXEMPTIONS  FROM  FEDERAL 
INCOME  SURTAXES  AND  PROFITS  TAXES,  AS 
FOLLOWS: 

Four  Per  Cent  and  4^4  Per  Cent  Liberty  Bonds  (but  not  4% 
Per  Cent  Victory  Notes)  are  entitled  to  certain  limited  exemp- 
ttons  from  graduated  additional  income  taxes,  commonly  known  as 
surtaxes,  and  excess  profits  and  war  profits  taxes,  now  or  here- 
after Imposed  by  tbe  United  States,  upon  the  income  or  profite  of 


are  exempt,  both  as  to  prin- 
cipal and  interest,  from  all 
taxation  now  or  hereafter 
imposed  by  the  United 
States,  any  state,  or  any  of 
the  possessions  of  the 
United  States,  or  by  any 
local  taxing  authority, 
except  (a)  estate  or  in- 
heritance taxes,  and  (b) 
graduated  additional  income 
taxes,  commonly  known  as 
surtaxes  and  excess  profits 
and  war  profits  taxes,  now 
or  hereafter  imposed  by  the 
United  States,  upon  the  in- 
come or  profits  of  individ- 
uals, partnerships,  associa- 
tiona»  or  corporations. 
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individuals,  partnerships,  associations  or  corporations,  in  respect 
to  the  interest  on  principal  amounts  thereof,  as  follows : 

|5»000  in  the  ag-gregate  of  First  4s,  First  4%s  (issues  of  May  9 
and  October  24,  1918),  Second  4s  and  4%s,  Third  4%s, 
Fourth  4  %  s,  Treatiury  Certificates  and  War  Savings 
C  e  r  t  i  fica  tGS> 

30,000  of  First  4^1s  (issue  of  October  24,  1918,  only),  until  the 
expiration  of  two  years  after  the  termination  of  the  war. 

125,000  in  the  aggregate  of  First  ^s.  First  4^6  {issues  of  May  9 
and  October  24,  1918),  Second  As  and  ^Ma,  Third  4^s,  amd 
Fourth  4%5,  until  the  esepiratton  of  two  years  after  tJle 
termination  of  the  umr. 


$160,000  Total  possible  exemptions  from  federal  income  surtaxes 
and  profits  taxes* 

III.  3%  PER  GENT  BONDS  AND  3%  PER  CENT  NOTES  ARB 
EXEMPT  FROM  ALL  FEDERAL,  STATE  AND  LOCAL 
TAXATION,  EXCEPT  ESTATE  OR  INHERITANCE 
TAXES.  AS  FOLLOWS: 

are  exempt,  both  as  to  princi- 
pal and  interest,  from  all 
taxation  (except  estate  or 
Inheritance  taxes)  now  or 
hereafter  imposed  by  the 
United  States,  any  state,  or 
any  of  the  possessions  of 
the  United  States  or  by  any 
local  taxing  authority. 

Interest  on  an  amount  of  bonds  of  the  War  Finance  Corporation 
the  principal  of  which  does  not  exceed  in  the  aggregate  $5,000 
is  exempt  from  income  and  excess  profits  taxes.  This  exemption 
is  distinct  from  the  similar  exemption  applicable  to  Liberty  bonds 
and  Treasury  Certificates  of  Indebtedness* 


1.  First  Liberty  Loan  3%  Per 

Cent  Bonds  of  1932-1947. 

2.  Victory   Liberty   Loan  3% 

Per  Cent  Convertible  Gold 
Notes  of  1022-1923. 


9.r-4[>BDUCTIONS  FROM  GROSS  INCXHMB. 

After  the  gross  income  has  been  determined,  certain  deductions 
from  gross  income  are  allowed  in  computing  net  income.  Tbese 
deductions  will  now  be  considered. 

10. — Expenses. 

All  the  ordinary  and  necessary  expenses  paid  or  incurred  during 
the  taxable  year  in  carrying  on  any  trade  or  business,  including  a 
reasonable  allowance  for  salaries  or  other  compensation  for  per- 
sonal services  actually  rendered,  and  int^luding  rentals  or  other 
payments  required  to  be  made  as  a  condition  to  the  continued  use 
or  possession  (in  the  case  of  individuals  for  purposes  of  the  trade 
or  business)  of  property  to  which  the  taxpayer  has  not  taken  or 
is  not  taking  title  or  in  which  he  has  no  equity,  are  allowable 
deductions. 

Traveling  expenses  incurred  in  the  pursuit  of  a  trade  or  busi- 
ness (including  the  entire  amount  expended  for  meals  and  lodg* 
ing)  while  atoay  from  home  are  deductible. 

Gifts  or  bonuses  to  employees  are  allowable  deductions  from 
gross  income  when  such  payments  are  made  in  good  faith  and  as 
additional  compensation  for  the  services  actually  rendered  by  the 
employees,  provided  such  payments,  when  added  to  the  stipulated 
salaries,  do  not  exceed  a  reasonable  compensation  for  the  services 
rendered.  Donations  made  to  employees  and  others,  which  do 
not  have  in  them  the  element  of  compensation,  are  considered 
gratuities  and  are  not  deductible  from  gross  income.  Bonuses  re- 
ceived by  employees,  which  partake  of  the  nature  of  additional 
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compensation,  most  be  included  in  the  gross  income  of  the  recipi- 
ents, but  when  such  bonuses  or  gifts  are  in  reality  gratuities  and 
are  not  in  the  nature  of  compensation,  tlien  tiiey  need  not  be  in- 
cluded in  gross  income  whea  received. 

Where  an  employer  makes  periodical  payments  to  the  work- 
men's compensation  insurance  fund  of  a  state,  such  payments  are 
allowable  deductions.  If,  however,  the  employer  maintains  a 
benefit  fund  providing  for  the  payment  of  such  compensation,  only 
the  actual  amount  paid  employees  as  compensation  for  injuries  is 
a  proper  deduction. 

IL— Inleiest. 

All  interest  paid  or  accrued,  within  the  taxable  year,  on  indebt- 
edness, may  be  deducted  from  gross  income.  All  interest  paid  or 
accrued  on  money  borrowed  within  the  year  to  purdiase  or  carry 
securities  or  obligations,  the  income  from  which  is  subject  to  tax, 
is  a  proper  deduction.  AU  itittreat  paid  or  accmed  mtMn  the 
year  on  money  borrowed  to  purchase  or  carry  wholly  tax-exenipt 
obligatioius  of  the  United  States  (except  those  originaUy  subscribed 
for)  such  as  Victory  notes.  Certificates  of  Indebtedness,  etc.,  is- 
sued after  September  21,,  1911,  is  no  lonyer  an  aVtowable  deduo- 
Hon.    (See  paragraph  22.) 

12.— Taxes. 

All  taxes  paid  or  accrued  within  the  taxable  year  imposed  (1) 
by  the  autiiority  of  the  United  States,  except  income,  war  profits 
and  excess  profits  taxes,  or  (2)  by  the  authority  of  any  of  its  pos- 
sessions or  of  any  foreign  country,  except  the  amount  of  any 
income,  war  profits  and  excess  profits  taxes  allowed  as  a  credit,  or 
(3)  by  the  authority  of  any  state  or  territory,  or  any  county, 
school  district,  municipality  or  other  taxing  sub  division  of  any 
state  or  territory,  except  those  assessed  against  local  benefits  of 
a  kind  tending  to  increase  the  value  of  the  property  assessed, 
may  be  deducted. 
Taxes  Imposed  by 

(a)  United  States 

Except : 
Inocmie  Tax 
War  Profits  Tax 
Bxcess  Profits  Tax 

(b)  U.  S.  Possessions 

Except: 

Income  Tax 
War  Profits  Tax 
Excess  Profits  Tax 


U  Alio  wed  as  a  credit) 


(c)  States  or  Political  Subdivisions  thereof 

Bxcept : 

Taxes  against  Local  Benefits 

(d)  Foreign  Country 

Except: 

Income  Tax 
War  Profits  Tax 
Excess  Prc^ts  Tax 


■(Allowed  as  a  credit) 


Deductible 


IS 
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Taxes  imposed  against  a  taxpayer  upon  his  interest  as  a  stock- 
holder in  a  corporation,  which  are  paid  by  the  corporation  with- 
out reimbursement  from  him,  are  deductible  by  the  corporation 
and  not  by  the  taxpayer.  Estate  wnd  inheritance  taxes  accrue  on 
the  due  date  thereof  except  as  otherwise  provided  by  the  law  of 
local  jurisdiction. 

In  the  case  of  corporations  issuing  obUgations  containing  a  tax- 
free  covenant  no  deduction  from  gross  income  is  allowed  tor  tiie 
payment  of  the  income  tax  or  any  ottM&c  federal  tax  paid  pursuant 
to  such  tax-free  covenant. 

13^Losses. 

Losses  sustained  during  the  taxable  year  and  not  compensated 
for  by  insurance  or  otherwise,  if  incurred  in  trade  or  business,  or 
if  incurred  in  transactions  entered  into  for  profit,  though  not  con- 
nected with  trade  or  business,  or  if  arising  from  fires,  storms, 
shipwreck  or  other  casualty,  or  from  theft,  are  proper  deductions 
in  arriving  at  net  income  for  the  purposes  of  the  tax.  The  fore- 
going refers  to  Individuals.  In  the  case  of  corporations,  pre- 
sumably because  they  have  no  private  life  apart  from  their  busi- 
ness, all  losses  sustained  durii^;  the  taxable  year  and  not  com- 
pensated for  by  insurance  or  otherwise  are  deductible  feom  gross 

income.  ^       ,  ^  , 

Losses  arising  from  the  destruction  of  or  damage  to  property 
acquired  prior  to  March  1,  IBlSt  are  to  be  computed  on  the  basis 
of  the  fair  marlect  price  or  value  as  of  ttwt  date. 

Whether  or  not  a  transaction  in  which  a  loe»  occurs  was  entered 
into  for  profit  is  often  a  question  of  IntentfOTu  A  loss  in  the  sale 
of  a  private  residence  may  be  deductible,  if  in  fact  the  residence 
was  constructed  or  purchased  with  the  idea  of  making  a  profit  on 
a  subsequent  sale.  It  makes  no  difference  whether  the  property 
was  originally  acquired  for  the  purpose  of  deriving  an  income 
from  its  use  or  for  the  purpose  of  resale  at  a  profit. 

U^-£xaHqplM»  of  Lmbm. 

No  deduction  can  be  taken  on  account  of  the  shrinkage  in  value 
of  an  amount  invested  in  foreign  money  due  to  a  fall  in  the  rate 

of  exchange. 

An  amount  paid  to  another  as  damages  for  personal  injuries 

does  not  constitute  a  deductible  loss  from  "otlier  casualty",  also 
amounts  expended  by  an  individual  in  defending  a  suit  for 
damages  caused  by  an  automobile  operated  for  personal  con- 
venience do  not  constitute  a  deductible  loss. 

A  loss  may  be  claimed  by  the  owner  of  a  business  truck  demol- 
ished in  collision  with  a  pleasure  car,  but  not  by  the  owner  of  the 
pleasure  car;  however,  a  loss  sustained  through  the  sale  of  an 
automobile  appropriated  to  business  uses  primarily,  but  occasion- 
ally used  for  pleasure  purposes,  may  be  deducted. 

15w— Losses  on  Wash  Sales. 

No  losses  are  deductible  which  are  claimed  to  have  been  sus- 
tained as  the  result  of  a  sale  or  other  disposition  of  stock  or  se- 
curities after  the  passage  of  the  new  act,  where  within  thirty 
days  before  or  after  the  date  of  such  sale  or  disposition  substarir 
tially  identical  property  is  purchased  and  the  property  so  ac- 
quired is  held  by  the  taxpayer  for  any  period  after  such  sale  or 
other  disposition,  unless  such  claim  is  made  by  a  dealer  in  stock 
or  securities  and  with  respect  to  a  transaction  made  in  the  •rdi- 
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nary  course  of  business.  In  the  event  of  a  partial  reacgumion, 
a  proportionate  part  only  of  the  loss  is  deducmie.  ^^„^ 
If  a  taxuaVer  sells  securities  fit  a  loss,  he  is  entitled  to  a  deduc- 
tion from  {^russ  income,  even  though  he  later  repurchases  seoiri- 
ties  of  the  same  kind  and  amount.  This,  of  course,  assumes  that 
there  has  been  an  absolute  sale  and  that  the  taxpayer  takes  his 
chanct  for  an  appreciable  period  of  time  (30  days)  cf  b^ng  able 
to  purcliase  similar  securities.  If  a  selling  order  and  a  buying 
order  were  given  simultaneously,  the  Internal  Revenue  Bureau 
would  treat  the  transaction  as  merely  colorable  and  as  resulting 
in  no  deductible  loss. 

16^Net  Losses. 

Losses  not  compensated  by  insurance  are  deductible  for  the  year 
In  which  sustained,  unless  in  order  to  clearly  reflect  income  such 
losses  are,  in  the  opinion  of  the  Commissioner,  to  be  accounted  for 

as  of  a  different  period. 

Net  losses  for  1921  and  subsequent  years  are  deductiUe  from 
income  of  the  succeeding  year  or  years.  Net  losses  for  1920  are 
not  deductible. 

The  new  law  provides  that  if  for  any  year  beginning  with 
January  1,  1921,  it  appears  upon  the  presentation  of  evidence  sat- 
isfactory to  the  Commissioner  that  any  taxpayer  has  sustained  a 
net  loss  from  the  operation  of  a  regular  trade  or  business  the 
amount  thereof  is  to  be  deducted  from  the  net  income  of  the  tax- 
payer for  the  succeeding  year,  and  if  the  net  loss  is  in  excess  of 
the  net  income  for  tlie  succeeding  year,  the  amount  of  the  excess 
shall  be  allowed  as  a  deduction  in  computing  the  net  income  for 
the  next  succeeding  year.  This  provision  is  applicable  to  that 
part  of  a  fiscal  year  ending  and  falling  within  1921. 

17.— Bad  Debts. 

In  comxmting  net  income  there  are  allowed  as  deductions  from 
gross  income  debts  ascertained  to  be  worthless  and  charged  off 
within  the  taxable  year.  A  bad  debt  due  from  a  relative  is  an 
allowable  deduction.  A  debt  may  be  charged  off  in  part,  if  recov- 
erable only  in  part,  and  reasonable  additions  to  reserves  for  bad 
debts  may  be  deductible. 

Under  the  Revenue  Act  of  1918  worthless  debts  were  deductible 
in  full  or  not  at  aU,  but  the  new  law  authorizes  the  Commissioner 
to  permit  a  deduction  for  debts  recoverable  only  in  part  or,  in  his 
discretion,  to  reco^^  a  reserve  for  bad  debts.  This  change  is  in 
accord  with  good  accounting  practice. 

It  may  be  assumed,  therefore,  that  where  a  taxpayer,  as  a 
matter  of  established  business  practice,  sets  up  annually  a  reason- 
able reserve  for  bad  debts,  based  upon  experience,  such  reserve 
may  be  permitted  as  a  deduction ;  but  in  such  case  debts  actually 
written  off  on  the  books  of  the  taxpayer  will  have  to  be  charged 
against  the  reserve  and  not  claimed  as  a  deduction  from  gross 
Income. 

18. — Deiireeiation,  Obsoleseenee  and  Am(H*ti»ittoii. 

A  reasonable  allowance  for  the  exhaustion,  wear  and  tear  of 
property  used  in  trade  or  business,  including  a  reasonable  allow- 
ance for  obsolescence,  may  be  deducted  from  gross  income.  Where 
property  is  acquired  before  March  1,  191S,  depreciation  is  to  be 
eomputed  upon  the  baais  of  its  fair  market  price,  or  value  as  of 
that  date. 
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In  the  case  of  buildings,  machinery,  equipment  acquired  or  ves- 
sels constructed  or  acquired  on  or  after  April  6,  1917,  for  the  pur- 
pose of  contributing  to  the  prosecution  of  the  war  with  Germanv, 
there  is  allowed  a  reasonable  deduction  for  the  amortization  of 
such  part  of  the  cost  of  such  facilities  or  vessels  as  has  been  borne 
by  the  taxpayer  (prodded  claim  therefor  was  made  at  the  tinie  of 
filing  returns  for  the  taxable  years  1918,  1919,1920  or  1921.) 

At  any  time  before  March  3,  1924  (this  is  three  years  after  the 
termination  of  war  M'ith  Germany)  the  Commissioner  of  Internal 
Revenue  may,  at  the  request  of  the  taxpayer,  make  a  re-examina- 
tion of  the  taxpayer's  returns  in  order  to  determine  if  proper 
allowance  has  been  made  for  this  item  of  amortization;  and  if 
upon  re-examination  n  is  found  that  the  original  deduction  al- 
lowed was  incorrect,  the  amount  of  taxes  for  the  years  affected 
will  be  redetermine('  and  any  tax  which  may  bo  found  ta  have 
been  overpaid  will  be  refunded  or  credited  to  the  taxpayer. 

Buildings  under  construction  are  not  subject  to  depreciation. 
Items  constituting  a  personal  expense  are  not  subject  to  a  deduc- 
tion for  depreciation.  Where  properties  leased  must  be  returned 
to  the  lessor  at  the  end  of  the  term  of  the  lease  in  the  same  con- 
dition as  they  were  in  at  the  date  of  lease,  no  deductions  by  the 
lessee  for  depredation  will  be  allowed.  Where  a  residence  rented 
out  In  part  and  occupied  In  part  by  the  owner  Is  sold,  proper 
adjustment  must  be  made  for  depreciation  In  connection  with  the 
portion  of  the  property  used  for  rental  purposes. 

The  depreciation  which  may  be  dediwted  In  iletermijilng  net 
Income  Is  the  decrease  in  intrinsic  value  due  to  wear  and  tear, 
decay,  obsolescence,  etc.,  of  the  physical  property  suffered  during 
the  taxable  year  as  distinguished  from  the  market  value.  Nash- 
ville, Chattanooga  d  St.  Louis  R.  R.  Company  v.  The  United 
States. 

19.— Depletion  of  Mines.  00  and  Gas  Wells,  and  Timber. 

In  the  case  of  mines,  oil  and  gas  wells,  other  natural  deposits  or 
timber,  a  reasonable  allowance  for  depletion  and  depredation  of 
improvements  will  be  allowed  according  to  the  peculiar  conditions 
in  each  case,  based  upon  cost,  including  cost  of  development  not 
otherwise  deducted.  In  case  of  property  acquired  prior  to  March 
1,  1913,  the  fsdr  market  value  on  that  date  may  be  taken  in  lieu 
of  cost. 

In  the  case  of  the  above  properties  (except  timber)  discovered 
by  the  taxpayer  on  or  after  March  1,  1913,  where  the  fair  market 
value  of  the  property  is  materially  disproportionate  to  the  cost, 
depletion  allowance  may  be  based  upon  the  fair  market  value  of 
the  property  at  the  time  of  discovery  or  within  30  days  thereafter. 
In  the  case  of  leases,  the  deductions  for  depreciation  and  depletion 
allowed  shaU  be  equitably  apportioned  between  the  lessor  and 
lessee. 

20.— Charitable  Contributions. 

In  computing  net  income  a  deduction  from  gross  income  is 
allowed  individuals  for  contributions  or  gifts  made  within  the  tax- 
able year  to  or  for  (1)  the  United  States,  a  state,  territory, 
political  sub-division  thereof,  or  the  District  of  Colui^a,  for  eil 
clusiyely  public  purposes;  (2)  any  corporation  or  comifMmlto 
cnest,  fund,  or  foundation  organized  and  operated  exdnslv^y  tor 
religious,  charitable,  scientific,  Utermry  or  educational  purposes. 
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including  posts  of  the  American  Legion  and  tcomen^s  auitiliaries 
of  such  posts,  or  for  the  prevention  of  cruelty  to  children  or  ani- 
mals, no  part  of  the  net  earnings  of  which  inures  to  the  benefit  of 
any  private  stockholder  or  individual;  (3)  the  special  fund  for 
vocational  rehabilitation  autborized  by  Section  7  of  the  Vocational 
Rehabilitation  Act 

The  allowance  for  such  contributions  is  limited  to  not  exceeding 
15  per  cent  of  the  individual  taxpayer's  net  income  as  computed 
without  the  benefit  of  this  deduction. 

Corporations  are  not  entitled  to  deduct  cmtributions  or  gifts 
of  the  character  described. 

tl^-Pkaperljr  InvoliiiitHily  Convertod  Into  Casta. 

The  pranat  privilege  <tf  estabUshing  a  rei^acement  fond  for 
property  involmitarily  converted  into  cash,  as  permitted  in  the  old 
regulations,  is  embodied  in  the  new  law,  which  provides  that 
where  property  is  invoUmtarUy  ooMerted  into  as  a  resvU  of 
Us  destrw^ien,  theft^  tetenre  or  condemmUon^  the  taxpayer  is 
permuted  to  omU  or  deduct  the  gain  (or  a  proper  proportion 
thereof)  involuntarily  realized^  provided  he  proceeds  in  good  faith 
to  invest  the  proceeds  of  such  conversion  in  the  ae^i^ion  of 
similar  property  or  in  the  acquisition  of  80%  or  more  of  the  stock 
of  a  corporation  owning  such  property^  or  in  the  establishment 
of  a  replacement  fund.  This  provision  is  to  apply^  as  fmr  as  prac- 
ticable^ under  prior  Revenue  Acts. 

22^IT£MS  NOT  DEDUCTIBLE. 

In  arriving  at  net  income  for  the  purposes  of  ttie  tax,  the  fol* 
lowing  itams  must  not  be  dedneted  from  gross  income : 

(1)  Personal  liring  or  family  expenses,  such  as  cost  of  main- 
taining a  home,  servants'  wages,  family  life  insurance  premiums, 
allowances  made  as  gifts  to  dependents,  cost  of  purchase  and 
upkeep  of  pleasure  automobiles,  chauffeurs'  hire,  railroad  commu- 
tation fares  to  and  from  place  of  business  and  similar  items. 

(2)  Any  amonnt  paid  ont  for  new  buildings,  ot  for  permanent 
im^vementB  or  betterm^ts  made  to  iner^u^  the  valne  of  any 
property  or  estate. 

(3)  Any  amount  expended  in  restoring  property  or  in  making 
good  the  exhaustion  thereof  for  which  an  allowance  is  or  has  been 
made  under  the  wear  and  tear  or  depreciation  deduction. 

(4)  Premiums  paid  on  any  life  insurance  policies  covering  the 
life  of  any  ofteer  or  enqployee  or  of  any  person  financially  inter- 
ested in  any  trade  or  business  carried  on  by  Vtie  taxpayer  whoa 
the  tasqpayer  is  directly  or  indirectly  a  boiefleiary  under  such 
poliey. 

(5)  Interest  paid  or  accrued  within  the  year  on  money  borrowed 
to  purchase  or  carry  securities  or  obligations,  the  income  from 
which  is  wholly  exempt  from  tax,  such  as  state  or  municipal 
bonds,  etc ;  and 

(6)  Interest  paid  or  accrued  on  indebtedness  incurred  or  con- 
tinned  to  pnrclmse  or  carry  obligations  of  the  United  States  (ew^ 
eept  those  crtginaUy  subscribed  for^  and  issued  after  September 
S4, 1917.  See  paragraph  11.)  issued  prior  to  or  after  Beptember 
$4,  1917. 
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Premiums  paid  on  insurance  under  the  War  Hisk  Insurance  Act 
are  not  deductible. 

Where  insurance  was  taken  out  by  a  taxpayer  for  the  sole 
purpose  of  protecting  a  bank  from  which  he  had  procured  a  loan, 
the  premiums  paid  on  the  policy  constitute  an  allowable  deduc- 
tion even  though  the  insurance  was  not  taken  out  until  after  the 
loan  had  been  completed. 

n^WmVS^  AGAINST  NBT  INOIHIB. 

The  following  credits  are  allowed  against  net  income  before  the 
normal  tax  is  computed : 

(1)  Amounts  received  by  individuals  as  dividends  from  do- 
mestic  corporations  (other  than  corporations  treated  under  para- 
graph 61),  or  from  a  foreign  corporation  when  more  than  50% 
of  its  gi^oss  income  for  the  three-year  period  ending  with  the 
close  of  its  taxable  year  preceding  the  declaration  of  su^  dM' 
dends  was  derived  from  sounm  within  the  United  SUUes. 

(2)  Amounts  received  as  interest  upon  obligations  of  the  United 
States  and  bonds  issued  by  the  War  Finance  Corporation,  which 
have  been  included  in  gross  income. 

(3)  A  personal  exemption  of  $1,000  to  a  single  person;  or  if 
head  of  a  family,  that  is,  actually  supporting  one  or  more  persons 
in  one  household,  $2,000. 

(4)  A  personal  exemption  of  $2,000  to  a  married  person  living 
with  husband  or  wife. 

(5)  A  personal  exemption  of  $2,500  instead  of  $2,000  to  a  mar^ 
ried  person  or  the  head  of  a  fgmUy  whose  tetat  n^  inoome  is  net 

in  excess  of  $5,000. 

A  husband  and  wife  living  together  may  receive  but  one  i>er- 
soual  exemption  (either  $2,000  or  $2,500,  as  the  case  may  be) 
against  their  aggregate  net  income,  but  if  they  make  separate 
returns  the  personal  ei^emptfon  may  be  taken  by  either  or  divided 
between  them. 

Where  there  is  a  reduction  of  the  personal  exemption  from 
$2,500  to  $2M0  (either  in  the  case  of  an  indiiidual  return  or  in 
the  case  of  a  combined  return  of  husband  and  wife),  such  reduc- 
tion shall  not  operate  to  increase  the  tax,  which  would  be  payable 
if  the  exemption  were  $2,500,  by  more  than  the  amount  of  the  net 
income  in  excess  of  $5,000. 

(6)  A  credit  of  $400  (instead  of  $200  as  before)  for  each  person 
(other  than  husband  or  wife)  dependent  upon,  and  receiving  his 
or  her  chief  support  from  the  taxpayer  if  such  depend^t  Is  under 
18  years  of  age  or  incapable  of  seK-snj^rt  because  mentally  or 
physically  defective^ 

The  credits  allowed  in  (3),  (4),  (5)  and  (6)  are  determined  by 
the  status  of  the  taxpayer  on  the  last  day  of  his  taxable  period, 
except  in  the  case  of  a  decedent,  ichose  status  is  determined  at  the 
time  of  death.  Full  credits  are  allowed  a  surviving  spouse. 

U^^BEDIT  FOB  FOREIGN  TAXES. 

Credits  against  net  income  indirectly  affect  the  amount  of  the 
tax,  but  the  credits  against  the  tax  itself  directly  affect  its  amount. 
Credit  against  taxes  may  be  taken  (1)  in  the  case  of  a  citizen  of 
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the  United  States,  the  amount  of  any  income,  war  profits  or  excess 
profits  taxes  paid  during  the  taxable  year  to  any  foreign  country 
or  to  any  possession  of  the  United  States;  (2)  in  the  case  of  a 
resident  of  the  United  States,  the  amount  of  any  such  taxes  paid 
to  a  possession  of  the  United  States;  (3)  in  the  case  of  an  alien 
resident  of  the  United  States,  the  amount  of  any  such  taxes  paid 
to  any  foreign  country,  provided  the  country  of  which  such  alien 
resident  is  a  citizen  or  subject,  in  imposing  such  taxes  allows  a 
similar  credit  to  citizens  of  the  United  States  residing  therein. 

The  term  "foreign  country"  is  held  to  mean  the  composite 
whole  made  up  of  all  the  subdivisions  of  a  foreign  state  subject 
to  the  same  central  control.  Each  of  the  subdivisions,  in  this 
sense,  is  not  a  country,  but  a  part  of  a  country. 

The  credit  for  foreign  taxes  must  not  exceed  the  same  propor- 
tion of  the  tax  against  which  such  credit  is  taken,  which  the  tax- 
payer's net  income  from  sources  toithout  the  United  States  bears 
to  his  entire  net  income. 

Credit  is  to  be  allowed  only  in  cusie  evidence  sattetactory  to  tbe 
Commissioner  is  furnished  as  to  all  tbe  fiacts  necessary  for  com* 
putation.  If  credit  for  a  foreign  tax  aoemed  bat  not  paid  is 
claimed  by  the  taxpayer^  tbe  Commissioner,  as  a  ecmdidon  to  tihe 
allowance  of  tbe  same,  may  require  a  bond  to  be  giren  by  the  tax* 
payer,  and  if  there  is  a  diffra^iee  between  the  amonnt  claimed  and 
the  amonnt  finally  paid,  adjns^nent  must  be  nwde  accc^cUni^. 

Where  the  taxpayer  makes  a  return  /or  a  fiscal  year  beginning 
In  19S0  09^  mding  *n  1921^  the  eredU  far  the  entire  fiscal  year  is 
to  he  determimed  under  the  prmHetons  of  this  paragraph. 

25w--CBEDIT  FOB  TAX  WITHHELD  AT  SOUBCE. 

In  addition  to  the  credit  for  taxes  paid  to  foreign  countries  or 
to  possessicHis  of  tiie  United  States,  the  income  tax  is  to  be  cred* 
ited  with  any  amount  of  tax  withheld  at  the  source.  Except  in  the 
case  of  nonrerid^t  alicsi  individuals,  partnerships  composed  in 
iohoie'or  in  part  of  nonresident  aliens^  and  foreign  corporations 
havinf  no  office  or  place  of  business  within  the  United  States,  this 
provision  applies  only  in  the  case  of  the  2  per  cent  withh^d  from 
Inteiest  on  bcmds  containing  a  tax*free  covenant  payable  to  indi* 
viduals  and  partnerships.  In  other  words,  the  am<mnt  of  the 
federal  income  tax  withheld  and  paid  at  the  source  in  the  case  of 
such  bcmd  int^est  may  be  claimed  as  a  credit  against  the  total 
tax  required  to  be  paid  by  the  bondholders,  either  individual  or 
partni^gddp.  Federal  income  taw  paid  by  an  issuing  corporation 
on  its  too-free  covenant  honds^  in  behalf  of  bondholders^  need  not 
be  Indnded  as  addi^kmal  gross  income  by  tuoft  bondholders. 
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Return  and  Payment  of  Tax 

26.— RETURNS. 

Every  individual  having  a  net  income  for  the  taxable  year  of 
$1,000  or  over,  if  single  or  if  married  and  not  living  with  husband 
or  wife,  or  the  head  of  a  family ;  or  $2,000  or  over  if  married  and 
living  with  husband  or  wife,  is  required  to  render  a  return,  even 
though  such  individufil  may  not  necessarily  be  subject  to  lax.  Fvery 
individual  having  a  ffross  income  for  the  taxable  year  of  $5,000  or 
over,  regardless  of  the  amount  of  his  net  income,  must  file  a  re- 
turn. If  the  individual  is  unable  to  make  his  own  return,  the  re- 
turn should  be  made  by  a  duly  authorized  agent  or  by  the  guar- 
dian or  other  person  charged  witli  the  care  of  the  person  or  prop- 
erty of  such  individual. 

In  any  event,  the  return  should  set  forth  specifically  the  items 
of  gross  income,  the  allowable  deductions  and  credits.  Taxpayers 
are  no  longer  required  to  make  a  return  of  taw-cwempt  securities 
and  the  interest  received  therefrom. 

Any  trade  or  business  (in  which  capital  is  a  material  income^ 
producing  factor)  owned  by  a  partner f<hip  or  inilividual  and  or- 
ganized within  four  months  after  the  passage  of  the  new  tax  law 
as  a  corporation  may  exercise  the  option  of  being  taxed  as  a  corpo- 
ration on  the  net  income  received  from  January  1,  1921,  to  the 
date  of  such  organization.  This  option  is  not  to  be  extended  in 
the  case  of  any  business  tvhich  realized  in  the  tawable  year  1921 
less  than  20%  on  the  capital  invested. 

m^-'-tbetmrm  «f  HusbMMl  and  Wife. 

If  the  combined  net  income  of  husband  and  wife,  living  together, 
equaled  or  exceeded  $2,000,  all  such  income  must  be  reported, 
either  on  one  return  or  on  separate  returns.  //  a  husband  and 
wife  living  together  have  an  aggregate  gross  income  for  the  *cm^ 
able  year  of  $5,000  or  over,  either  separate  retwms  or  a  joint  re- 
turn  must  be  filed.  Separate  returns  must  be  filed  if  the  husband 
and  wife  are  not  living  together  and  the  net  income  of  either  !s 
$1,000  or  more. 

If  separate  returns  are  made  by  husband  and  wife  living  to- 
gether, the  exemption  ($2,000  or  $2,500,  as  the  case  may  be)  may 
be  divided  between  them,  or  the  husband  may  talce  the  full  exemx>- 
tion  and  the  wife  i>ay  the  tax  on  her  entire  net  income,  or  vice 
versa.  The  combined  amount  of  exemption  taken  by  husband  and 
wife  must  not  exceed  $2,000  or  $2^500,  depending  on  the  total  net 
income. 

//  a  husband  and  wife  living  together  exercise  the  right  to  make 
a  single  joint  return,  then  in  such  case  the  taw  shall  be  computed 
on  the  combined  income.  Husband  and  wife  living  together  may, 
at  their  option,  file  separate  returns  of  income  or  a  single  joint 
return,  and  if  the  latter,  a  net  loss  (or  any  allowable  deduction) 
of  either  may  be  applied  against  net  income  of  the  other.  Where 
husband  and  wife  have  filed  separate  returns  in  the  past  they  are 

It 
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not  precluded  from  filing  amended  joint  returns.  Where  a  hus- 
band and  wife  clearly  indicate  on  a  single  return  form  Ihe  net 
income  of  each,  sii(*h  return  does  not  necessarily  constitute  a  joini 
return.  A  husband  and  wife  may  file  a  joint  return  one  year  and 
separate  returns  the  next  year. 


28^R4TBS  OF  TAX  ON  INDIVIDUALS. 

There  shall  be  levied,  collected  and  paid  npon  the  net  income  of 
every  indi^Mdual  citizen  or  rCNident  of  the  United  Stales  a  normal 
tax  at  the  r:ue  of  4  per  oenl  upon  tlie  lirst  $4,000  of  net  huome  in 
excess  of  the  per.voual  exemption  anrl  credits  and  at  the  r;ue  of 
8  per  cent  upon  the  renininder;  tliat  is,  8  per  cent  upon  the  net 
income  in  excess  of  the  first  $4,000  plus  personal  exemption  and 
credits. 

Wf  ere  fliere  is  a  reduction  of  the  personal  exemption  from 
$2,500  to  $2M0  (either  in  the  case  of  an  individual  return  or  in 
the  rase  of  a  comhined  return  of  husband  and  wife),  such  reduc- 
lion  shall  not  operate  to  increase  the  tax,  which  would  he  payable 
if  the  exemption  were  $2,500,  by  more  than  the  amount  of  the  net 
income  in  excess  of  $5,000. 

In  addition  to  the  normal  tax.  there  shall  be  levied,  collected  and 
paid  for  each  taxable  year  upon  the  net  income  of  every  individual 
a  surtax  calculated  at  different  percentages  for  different  amounts 
of  net  inrome.  The  surtax  is  actually  an  additional  tax,  being 
levied  in  addition  to  the  normal  tax,  and  is  referred  to  as  either 
additional  fax  or  surtax. 

The  surtax  for  1921  is  the  same  as  it  was  for  191S.  1910  and 
1920.  (See  pnra^srrnph  SI.)  In  coni]inting  the  surtax  the  tax- 
payer is  not  eniitled  to  the  credits  against  net  income  allowed  for 
normal  tax. 

29^-CaMPUTATION  OF  TAX:  INDIVIDUALS 

Assume  that  a  thrifty  and  versatile  merchant  doing  business  in 
a  large  town  is  interested  in  local  business  enterprises,  buys  and 
sells  city  and  farm  property  and  lends  out  money  on  interest. 
His  tax  will  be  computed  as  follows : 


Gross  Income 

His  gross  income  consists  of  the  following  items: 

Profits  as  a  merchant   $60,000 

ronii)ensation  as  president  of  the  local  water  company   3.000 

Conn.en^ntiun  as  manajjer  of  the  electric  light  company-  2,000 

Pro  til  on  sale  of  city  property   3,000 

Vrnrn  on  sale  of  farm  .   10,000 

Items  from  city  property   1,000 

Rents  from  farm  property  •   2,000 

Tnrp  'p^t  on  money  lent  -  .  «  3,000 

jJiviUends  from  corporation  securities   6,000 


Total  gross  income   $90,000 

Deductions 

He  is  allowed  the  following  deductions  from  gross  income: 

Rent  paid  for  store  building  •  ^,000 

Pay  €i  employees   10,000 
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Numerous  incidental  items  necessary  for  the  conduct  of 


the  l)nsiness   $2,000 

State,  county  and  local  taxes  for  the  year  1921   4,000 

I^oss  from  tire,  less  insurance   2,000 

Dehis  ascertained  to  he  wortliless  and  charged  off   2,000 

Wear,  tear,  and  depreciation   1,000 

Gifts  and  contributions — Red   Cross,  $1,000;   Church,  ' 

$000;  Y.  INI.  C.  A..  $400;  college  endowment,  $5,000; 

(»ther  contributions,  $1,000   8,000 


Total  deductions  ^   $34,000 

Credits  Against  Net  Income 

For  the  purpose  of  the  normal  tax  only  he  is  allowed  the 
following  credits  as  a  furtlier  reduction  oL  the  gross  income: 

Di vi dends  recei  ved   $6,000 

$2,000  as  married  man  living  with  his  wife  and  $400  eacli 
for  5  dependent  children  ^  ,   4,000 


Total  credits  aUowed   $10,000 


Eruptions 

He  received  during  the  year  the  following  sums  which  are  not 
included  in  his  gross  income,  and  of  which  no  account  is  talien 


in  computing  his  tax. 

I.ife  insurance  carried  by  his  father  ^  ^  —  $5,000 

From  bequest  of  liis  fatlier   10,000 

liefund  of  premiums  on  insurance   100 

From  accident  and  healtli  insurance   1,000 

Items  Not  Deductible 

He  is  not  allowed  to  deduct  these  items  from  gross  income: 

Personal,  living,  and  family  expmsGB   $4,000 

ImproT^ents  and  bettennents,  adding  to  the  value  of 

the  property    10,000 

Repairs  compensated  for  under  the  wear-and-tear  allow- 
ance   1,000 

Prmioms  on  life  insurance  inuring  to  his  benefit   1,000 

Normal  Tax 

We  are  now  ready  to  compute  his  normal  tax : 

Gross  income    $90,000 

Deductions  allowed   $34,000 

Credits  aUowed  .   10,000 

Total  Items  to  be  subtracted   44,000 


Net  amount  subject  to  the  normal  tax   $46,000 

He  will  pay  normal  tax  on — 

$4,000  at  the  rate  of  4  per  cent   160 

$42,000  at  the  rate  of  8  per  cent   34Jeo 


Total  normal  tax  $3,620 
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Surtax 

The  surtax  is  computed  as  follows: 


The  surtax  is  c»»inpuiBu  oo  SQOOOO 

Gross  income   $34,000  * 

Deductions   *a«,vw 

Credits  (not  allowed)       ^     _^  .  34  000 

•    Total  of  items  to  be  subtracted   ' 


Net  amount  subject  to  sartax   ^'oiO 

Surtax  (see  Table  below)   ' 


Tlw»  anrtax  is  computed  on  the  same  amount  that  the  normal 
pay  surtax  on  $51,000  only. 

Total  Tax 

Wb  total  tax  will  be :  _  520 

Normal  tax   ZZZZZZZ  7,010 


_    ,    ^  ,    $10,530 

Total  ot  tax  

30.— •Tax  of  Hosband  and  Wile. 
Assume  that  a  citizen  who  is  married  and  living  with  1^  wM® 
hatTu  income  of  $8,000  for  the  calendar  year  1921:  his  tax 


would  be  eomimted  as  ioUows : 

Net  income   2000 

Personal  exemption   ' 


Amount  subject  to  normal  tax  ^6^0^ 


Calculation  of  Normal^: 

4  per  cent  on  first  $4,000  

8  per  cent  on  balance  of  $2,000  


Ttotal  normal  tax  


Surtax  or  Additional  Tax :  ffii)00 

Net  income   'gnoO 

Exemption   " 


Amount  subject  to  additional  tax  or  sartax  


Calculation  of  Additional  Tax: 

From  $5,000  to  $6,000-$1,000  at  1  per  cent  

From  $6,000  to  $8,000— $2,000  at  2  per  cent    ^ 


$50 

Total  surtax  ■   ^ 


Amount  of  Normal  and  Additional  Tax  Payable : 

Normal   


Total  tax   ^® 
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Assume  that  the  taxpayer  in  the  preceding  illustration  and  his 
wife^  living  together,  had  a  joint  income  of  $8,000,  but  of  this 
amount  $5,000  was  his  income  and  $3,000  was  bto  wife's  income. 
The  tax,  then,  would  be  computed  as  follows : 

In  the  form  of  a  j<^t  r^xim : 

Income  of  husband  and  wife   $8,000 

Personal  exemption   2,000 

Net  income  subject  to  normal  tax   $6,000 

Amount  of  normal  tax  (4  per  cent  on  first  $4,000) —  $100 
8  per  cent  on  balance  of  $2,000   100 

Normal  tax   $320 

Surtax  (as  computed  above)   60 

I  m  

Tbtal  tax   $370 

If  a  husband  and  wife  living  together  file  a  single  joint  return 
of  income,  such  return  is  treated  as  the  return  of  a  taxable  unit 
and  the  income  disclosed  by  the  return  is  subject  to  both  normal 
and  surtax  as  though  the  return  were  that  of  a  single  individuaL 

In  the  form  of  separate  returns : 

Wife's  income   $3,000        Husband's  income   $5,000 

Husband  and  wife  divide  the  personal  exemption  of  $2,000 

( $1,000  each ) . 

Wife   $3,000         Husband    $5,000 

Share  of  exemption.      1,000        Share  of  exemption.  1,000 

Amount  taxable  ^    $2,000  Amount  taxable  _  $4,000 

Husband,  $4,000  at  4  per  cent  ,   $160 

Wif  s,  $2,000  at  4  per  cent   80 


Total  normal  tax  of  hosband  and  wife   $240 

No  additional  tax  is  doe  upon  the  income  of  either  husband  or 
wife^  for  neither  his  nor  her  income  exceeds  $5,000  individnally. 

Apparently  there  is  an  advantage  in  filing  separate  returns  in 
this  case.  However,  there  are  instances  in  v^eh  there  is  an 
advantage  to  file  a  joint  return.  For  example,  if  a  ha£d>and  or 

wife  has  allowable  deductions  for  any  taxable  year  in  excess  of 
his  or  her  gross  income  for  such  yrar,  such  excess  may,  if  the  has- 
band  and  wife  are  living  t(«ether  and  a  single  joint  retnm  of 
income  is  fOed,  be  deducted  fr^  the  net  income  of  the  oiJier 
spouse  for  the  purpose  of  computing  boiSi  the  normal  and  surtax. 

Sl^ADDmONAL  TAX  OB  SURTAX  BATB& 

The  additional  tax  rates  are,  from  $5,000  to  $6,000—1% ;  from 
$6,000  to  $8,000—2%,  and  upon  every  $2,000  additional  up  to 
$100,000  the  rate  increases  1%,  the  rate  between  $98,000  and 
$100,000  being  48% ;  from  $100,000  to  $150,000—52% ;  from  $150,- 
000  to  $200,000—56%;  from  $200,000  to  $300,000—60%;  from 
$300,000  to  $500,000—63%;  from  $500,000  to  $1,000,000—64%; 
and  upon  any  income  in  excess  of  $1,000,000 — 65%. 

The  additional  tax  on  amounts  (as  shown  in  column  B)  of  net 
income  up  to  $1,000,000  appears  in  tabulated  form  on  the  follow- 
ing page. 


7KDBSAL  nrCOMX  lAZSS  FOB  18S1 


Net 

A 

$5,000  to 
6,000  to 
8,000  to 
10,000  to 
12,000  to 
14,000  to 
16,000  to 
18,000  to 
20,000  to 
22,000  to 
24,000  to 
26,000  to 
28,000  to 
30,000  to 
32,000  to 
34,000  to 
36,000  to 
38,000  to 
40,000  to 
42,000  to 
44,000  to 
46,000  to 
48,000  to 
50,000  to 
52,000  to 
54,000  to 
56,000  to 
58,000  to 
60,000  to 
62,000  to 

e^ooo  to 

eiajtm  to 

68,000  to 
70,000  to 
72,000  to 
74,000  to 
76,000  to 
78,000  to 
80,000  to 
82,000  to 
84,000  to 
86,000  to 
88,000  to 
90,000  to 
92,000  to 
94,000  to 
96,000  to 
98,000  to 
100,000  to 
150,000  to 
200,000  to 
300,000  to 
500,000  to 
Exceeding 


Income 

B 

$6,000. 
8,000. 

10,000. 

12,000. 

14,000. 

16,000. 

18,000. 

20,000. 

22,000. 

24,000. 

26,000. 

28,000. 

30,000. 

32,000. 

34,000. 

36,000. 

38,000. 

40,000. 

42,000. 

44,000-. 

46,000_. 

48,000-. 

50,000-. 

52,000-. 

54,000-. 

56,000-. 

58,000-. 

60,000-. 

62,000-. 

64,000-. 

66,000.. 

68,000.. 

70,000.. 

72,000-. 

74,000-. 

76,000-. 

78,000.. 

80,000-. 

82,000. 

84,( 

86,1 

88,000.. 

90,000.. 

92,000.. 

94,000-. 

96,000.. 

98,1 
100,( 
150,000„ 
200,000-. 
300,000- 
500,000-. 
1,000,000-. 
1,000,000- 


Amount 
Taxable 

C 

$1,000 
2,000 
2,000 
2,000 
2,000 
2.000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
2,( 

V 

V 
2,000 

2,000 

2,000 

2,000 

2,000 

2,000 

2,000 

2,000 

50,000 

60,000 

100,000 

200,000 

500,000 
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Taxed 

At 
D 

1% 

2% 

3% 
4% 

5% 

6% 
7% 
8% 
9% 
10% 
11% 
12% 
13% 
14% 
15% 
16% 
17% 
18% 
19% 
20% 
21% 
22% 
23% 
24% 
25% 
26% 
27% 
28% 
29% 
30% 
31% 
32% 
33% 
34% 
35% 
36% 
37% 
38% 
88% 
40% 
41% 
42% 
43% 
44% 
45% 
46% 
47% 
48% 
tS2% 
56% 
60% 
63% 
64% 
65% 


Amount 
Additional 
Tax 

E 

$10 
40 
60 
80 
100 
120 
140 
160 
180 
200 
220 
240 
260 
280 
300 
320 
340 
360- 
380 
400 
420 
440 
460 
480 
500 
520 
540 
560 
580 
600 
620 
640 
660 
680 
700 
720 
740 
760 
780 
800 
820 
840 
860 
880 
900 
920 
940 
960 
26,000 
28,000 
60,000 
126,000 
320,000 


Additional 
Tax  on 

Am'nt  in 
Colttmn  B 
F 

$10 

60 

110 
190 
290 
410 
550 
710 
890 
1,090 
1,310 
1,550 
1,810 
2,090 
2,390 
2,710 
3,050 
3,410 
3,790 
4,190 
4,610 
5,050 
5,510 
5,990 
6,490 
7,010 
7,550 
8,110 
8,690 
9,290 
9,910 
10,550 
11,210 
11,890 
12,590 
13,310 
14,050 
14,810 
15,590 
16,390 
17,210 
18,060 
18,910 
19,790 
20,690 
21,610 
22,560 
23,610 
48,510 
77,510 
137,510 
263,510 
583,510 


PART  II— BETTOH  AMP  PAYMEWT  OF  TAX 

3t— SCHEDULE  OF  INDIVIDUAL  INCOME  TAX  1921. 

(Credit  for  dependents  not  included) 


Net 
Inoome 

*  n,ooo 

2,000 
8,000 
4.000 
5,000 

6,000 
8,000 
10.000 

12.000 
14,000 

16,000 
18,000 
20,000 
22,000 
24,000 

26,000 
28,000 
30,000 
32,000 
34,000 

36,000 
38,000 
40,000 
42,000 
44.000 

46,000 
48,000 
50,000 
62,000 
64.000 

66,000 
88,000 
60,000 
62,000 
64,000 

66,000 
68,000 
70,000 
72.000 
74/ 

76.000 

m 

80,000 
82,000 
84,000 

86,000 
88,000 
90,000 
92,000 
94,000 

96,000 
98,000 
100,000 
160.000 
200.000 


n/)oos 


12,000  Fgemplion  » 


Normal 
Tax 


$  0 
40 
80 
120 
160 


240 
400 

560 
720 
880 


1,040 
1,200 
1.360 
1,520 
1,680 


Surtax 


1,840 

2,000 
2,160 
2,320 
2,480 


2,640 
2,800 
2,960 
3.120 
3,280 


3.440 
3,600 
3.760 
3,920 
4|060 


4,240 
4,400 

4,560 
4.720 
4,880 

5,040 
5.200 
5,360 
5,520 

5,680 


5,840 
6,000 
6.160 
6,320 
6,480 


6,640 
6,800 
6,960 
7,12p 
7,280 


7,440 
7,600 
7,760 
11,760 
15,760 


10 
50 
110 
190 
290 


410 
650 
710 
890 
1.090 


1,810 

1,550 
1.810 
2,090 
2,890 


2,710 
3.050 
3.410 
3.790 
4,190 


4,610 
5,050 
5,510 
SfOOO 
6.490 


7,010 
7,560 

8,110 

8,690 
9.290 


9,910 
10,550 
11.210 
11.890 

12,590 


13,310 
14,050 
14.810 
15,590 
16,390 


17,210 
18,050 
18,910 
19,790 
20,690 


Total 
Tax 


21,610 
22.550 
23.510 
49,610 
77,610 


0 
40 

80 
120 

160 


250 
450 
670 
910 
1,170 


1.450 
1,750 
2,070 
2,410 
2.770 


3,150 
3,550 
3.970 
4,410 
4370 


5.350 
5,850 
6,370 

6,910 
7,470 


8.050 
8.650 
9,270 
9,910 
10.570 


11,250 
11,950 
12,670 
13,410 
14,170 


14,950 
15,750 
16,570 
17.410 
18,270 


19,160 

20.050 
20.970 
21,910 
22370 


23,850 
24,850 
26,870 
26.910 
27,970 


29,050 

30.150 
31,270 
61,270 
98370 


Normal 
Tax 

$  0 

0 
40 

80 
120 

160 

320 
480 
640 
800 

960 
1,120 
1380 
1,440 
1,600 


Surtax 


10 

60 
110 
190 


410 

660 
710 
890 
1,090 


Total 
Tax 


0 
0 
20 
60 
100 


170 

370 

590 
830 


1.370 
1,670 
1,990 
2.330 
2,690 


1,760 
1.920 
2,080 
2,240 
2,400  1 

1,310 
1,550 
1,810 
2,090 
2390 

3,070 
3,470 
3,890 
4,330 
4,700 

2,560 
2,720 

2.880 
3.040 
3,200 

2,710 
8,060 

3.410 
3.790 
4.190 

6,270 
5.770 
6390 
6330 
7,390 

3,360 
3.520 
3.680 
3,840 
4,000 

4.610 
5,050 
5.510 

5,990 

6,490 

7,970 
8,670 
9.190 

9.830 
10.490 

4,160 
4,320 
4.480 
4.640 
4.800 

7,010 
7,550 
8,110 
8.690 
9,290 

11.170 
11.870 
12.590 
13,330 
14,090 

4,960 
5,120 
5.280 
5.440 
5300 

1  9,910 
10,550 
11,210 
11.890 

1  12.590 

14.870 
15,670 
16,490 
17,330 
18,190 

5,760 

5.920 
6,080 
6,240 
6,400 

18,310 

14,060 
14,810 
16.590 
1  16390 

19,070 
19,970 
20,890 
21,830 
22,790 

6,560 
6,720 
6330 
7,040 
7300 

1  17,210 
18,050 
18,910 
19.790 

1  20390 

23.770 
24,770 
25.790 
26.830 
27,890 

7,360 
7,520 
7,680 
11,680 

21,610 
22,550 
23,610 
49310 
77310 

28,970 
30,070 
31,190 
61,190 
88,100 

Net 
Income 


$1,000 
2,000 
8,000 
4,000 
5300 


6,000 

8.000 
10.000 
12,000 
14300 


16,000 

18,000 
20.000 
22,000 
24,000 


26,000 
28,000 
30,000 
32,000 
84300 


36,000 
38300 
40.000 
42,000 
44,000 


46.000 
48,000 
50,000 

52.000 
54,000 


66,000 
58,000 
60.000 
62,000 
64300 


66,000 
68,000 
70,000 
72,000 

74300 

76,000 
78.000 
80.000 
82,000 
84300 

86,000 
88,000 

90,000 
92.000 
94,009 


96300 
98.000 
100.000 
150300 
800300 


*If  net  income  is  not  in  excess  of  $5,000  then  exemption  is  |2,5b0. 
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The  net  income  shall  be  compnted  in  accordance  with  the 
method  of  accounting  regularly  employed  in  keeping  the  books 
of  the  taxpayer.  If  no  such  method  of  accounting  has  been  so 
employed,  or  if  the  method  employed  does  not  clearly  reflect  the 
income*  the  computation  shall  be  made  upon  such  basis  and  in 
sach  manner  as  in  the  opinion  of  the  Commissioner  does  clearly 
reflect  the  income.  No  taxable  income  accrues  from,  nor  is  In- 
vested capital  increased  by,  a  mere  book  entry. 

The  privilege  is  granted  to  national  and  state  banks  to  ke^ 
books  and  records  (in  addition  to  their  regular  books  and  records), 
in  which  proper  adjustments  with  respect  to  the  cost  of  physical 
assets  and  depreciation  thereon  may  be  made. 

Dealers  in  cotton  and  grain,  and  in  such  other  commodities  as 
are  dealt  in  in  a  similar  manner,  may  incorporate  in  their  balance 
sheets  at  the  close  of  any  taxable  year  such  open  future  contracts 
as  are  hedges  against  actual  spot  or  cash  transactions,  provided 
that  no  purely  speculative  transactions  may  be  so  included,  and 
that  the  value  of  the  commodity  covered  by  such  open  future  con- 
tracts shall  not  be  added  to  nor  deducted  from  the  inventory. 

Profits  and  losses  on  the  sale  of  German  securities  are  measured 
in  United  States  currency  by  the  rate  of  exchange  prevailing  at 
the  time  of  the  transaction,  A  dealer  in  foreign  exchange,  but  not 
a  taxpayer  who  is  not  a  dealer,  may  inventory  foreign  money  on 
hand. 

The  net  income  shall  be  computed  upon  the  basis  of  the  tax- 
payer's annual  accounting  period,  which  must  be  a  fiscal  year 
or  a  calendar  year.    If  the  taxpayer's  annual  accounting  period 

is  other  than  a  fiscal  year,  meaning  an  accounting  period  of 
twelve  months  ending  on  the  last  day  of  any  month  other  than 
December,  or  if  the  taxpayer  has  no  annual  accounting  period  or 
does  not  keep  books,  the  net  income  shall  be  computed  on  the 
basis  of  the  calendar  year.   The  term  "taxable  year"  means  the 

calendar  year,  or  the  fiscal  year  ending  during  such  calendar  year, 
upon  the  basis  of  which  the  net  income  is  computed. 

If  a  taxi)ayer  changes  his  accounting  period  from  fiscal  year  to 
calendar  year,  from  calendar  year  to  fiscal  year,  or  from  one 
fiscal  year  to  another  fiscal  year,  the  net  income  shall,  with  the 
approval  of  the  Commissioner,  be  computed  on  the  basis  of  such 
new  accounting  period. 

As  a  change  in  the  accounting  period,  and  consequently  a 
change  in  the  taxpayer's  taxable  year,  results  in  a  period  of  a 
fraction  of  a  year  between  the  end  of  the  former  taxable  year  and 
the  end  of  the  new  taxable  year,  the  net  income  for  such  i>eriod 
is  to  be  separately  computed  and  included  in  a  separate  return. 

34U— Betiims  When  Aceountiiig  Pwiod  Ciuuiged. 

If  a  taxpay»,  with  the  approval  of  the  Gommisedoner  changes 
the  haids  of  compatii^  net  income  from  fiscal  year  to  calendar 
year  a  s^arate  return  shall  be  made  tor  the  period  between  the 
dose  of  the  last  fiscal  year  for  which  return  was*made  and  the 
following  Decembw  31.  If  the  change  is  from  calendar  year  to 
fiscal  year,  a  separate  return  shall  be  made  for  the  period  be- 
tween fbe  close  of  the  last  calendar  year  for  which  return  was 
made  and  the  date  designated  as  the  close  of  the  fiscal  year.  If 
the  change  is  from  one  fiscal  year  to  another  fiscal  year,  a  sepa- 
rate fetum  shall  be  made  for  the  period  between  the  close  of  the 
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former  fiscal  year  and  the  date  designated  as  the  dose  of  the  new 

fiscal  year. 

In  all  of  the  above  cases  the  net  income  shall  be  computed  on 
the  basis  of  such  period  for  which  separate  return  is  made,  and 
the  tax  shall  be  paid  thereon  at  the  rate  for  the  calendar  year  in 
which  such  period  is  included.  In  the  case  of  an  individual  the 
credits  for  personal  exemption  and  for  dependents  shall  be  reduced 
respectively  to  amounts  which  bear  the  same  ratio  to  the  full 
credits  as  the  number  of  months  in  such  period  bears  to  twelve 
months.  In  the  case  of  a  return  for  a  period  of  less  than  one  year 
the  net  income  is  to  he  placed  on  an  annual  basis  by  multiplying 
such  net  income  by  twelve  and  dividing  by  the  number  of  months 
included  in  the  period.  The  tax  is  to  be  computed  thereon  by 
determining  the  tax  on  an  annual  basis  and  then  multiplying 
by  the  number  of  months  in  the  period  and  dividi^ig  by  12. 

35._Year  in  Wliich  Items  to  be  Accounted  For. 

The  amount  of  all  items  of  gross  income  shall  be  included  in  the 
gross  income  for  the  taxable  .year  in  which  received  by  the  tax- 
payer, unless  under  methods  of  accounting  permitted  under  the 
preceding  paragraphs  any  such  amounts  are  to  be  properly  ac- 
counted for  as  of  a  different  period. 

Losses  are  deductible  in  the  year  in  whU^  sustained^  unless  in 
order  to  clearly  reflect  the  income  they  should  be  aceowUed  for 
as  of  a  different  period. 

Tlie  term  "paid"  for  the  purposes  of  the  deductions  and  credits 
allowed  by  the  statute  means  "paid  or  accrued"  or  "paid  or  in- 
curred," and  such  phrases  shall  be  construed  according  to  the 
method  of  accounti^  upon  the  basis  of  which  the  net  income  is 
computed. 

Even  though  returns  of  income  are  made  on  an  accrual  basis, 
executory  contracts  of  sale  do  not  ordinarily  provide  profits 
losses  which  can  be  accrued.  Such  a  contract  must  be  fully  per- 
formed on  one  side,  so  that  an  unconditional  liability  exists,  before 
there  is  any  possibility  of  accrual.  Contracts  covering  unfilled  and 
undelivered  orders  are  not  required  to  be  treated  as  gross  sales 
for  the  year  in  which  the  contracts  are  entered  into. 

Where  a  purchaser  orders  and  pays  for  a  product  which  is  to  be 
delivered  as  needed  upon  presentation  of  coupons  issued  by  the 
manufacturer  at  the  time  of  sale,  the  manufacturer  may  treat  the 
sales  value  of  the  coupons  issued  and  outstanding  at  the  close  of 
tlie  tajoible  year  as  a  liability  and  base  the  amount  of  gross  profit 
from  sales  upon  ttie  coupons  rede^ed  in  merchandise  during  the 
year. 

Part  of  the  annual  rent  withheld  by  a  lessee  in  accordance  with 
the  terms  of  a  lease  constitutes  a  liability  of  the  lessee  for  the 
year  during  which  it  was  withheld. 

A  taxpayer  who  sells  merchandise  on  the  installment  plan  may 
not  allocate  the  expenses  incident  to  producing  the  incame^  to  tiie 
year  in  which  the  profits  on  the  sale  of  the  goods  are  realized. 

Expenses  of  an  advertising  campaign  are  deductible  only  in  the 
return  for  the  year  in  which  paid  or  in  the  year  in  which  liability 
therefor  aecmed.  if  the  books  aie  kept  on  an  aocmal  baida. 


11 


FEDERAL  INCOME  TAXES  FOR  1921 


8«^WHfiN  AND  WHBBfi  ifflmJBNS  ARE  TO  BE  FILED. 

If  returns  are  made  on  the  basis  of  the  calendar  year  1921,  they 
should  be  filed  on  or  before  March  15,  1922,  unless  this  dale  is 
automatically  extended.  If  returns  are  made  on  the  basis  of  a 
liseal  year,  they  should  bo  tiled  on  or  before  the  titteenth  day  of 
the  third  mouth  following  the  close  of  the  fiscal  year. 

Returns  in  the  ease  of  individuals  shall  be  made  to  the  collector 
for  the  district  in  which  is  located  the  legal  residence  or  principal 
place  of  business  of  the  person  making  the  return,  or,  if  he  has  no 
legal  residence  or  principal  place  of  business  in  the  United  States, 
tbeii  to  the  collector  at  Baltimore,  Maryland. 

37*^Exteiisioii  of  Time  far  FiUng  Returns. 

If  for  any  reason  return  cannot  be  made  by  the  due  date,  appli- 
cation may  be  made  to  the  Ck>llector  of  Internal  Revenue  for  the 
district  In  wlilch  the  taxpayer  is  located,  setting  forth  the  facts 
as  to  the  taxpayer's  inability  to  file  on  or  before  the  due  date, 
and  upon  a  showing  of  a  reasonable  excuse,  such  as  absence, 
^<^ness,  etc.,  the  collector  will  grunt  an  extension  of  time  not 
exceeding  thirty  days  in  which  to  file  the  return.  If  a  further 
extension  of  time  is  required,  application  Is  to  be  made  to  the 
Commissioner  of  Internal  Revenue  at  Washington,  D.  C,  in  the 
same  manner.  The  Collector  ef  Internal  Revenue  only  has  the 
power  to  grant  an  extension  of  time  not  exceeding  thirty  days. 
The  Commissioner  may  grant  an  extension  of  time  for  filing  re- 
turns on  a  reasonable  cause  shown,  not  exceeding  six  m<mths, 
eseept  in  case  of  absence  abroad, 

38.— PAYMENT  OF  TAX. 

The  tax  may  be  paid  in  four  installments,  covering  the  entire 
year,  up  to  December  15,  1922.  The  first  payment  is  due  at  the 
time  of  filing  the  return,  that  is,  March  15,  1922,  if  the  return 
is  made  on  the  basis  of  the  calendar  year  1921.  The  second  pay- 
ment is  to  be  made  on  June  15,  the  third  payment  on  September 
15  and  the  fourth  and  final  payment  on  December  15. 

If  an  extension  of  time  for  filing  the  return  is  requested  and 
granted,  the  time  for  the  payment  of  the  first  installment  shall 
be  postponed  until  the  date  of  the  expiration  of  the  extension; 
but  the  time  for  payment  of  the  other  installments  shall  not  be 
postponed  unless  the  Commissioner  of  Internal  Revenue  so  pro^ 
vides  in  granting  the  extension. 

When  the  time  for  the  payment  of  any  installment  is  thus 
postponed  at  the  request  of  the  taxpayer,  there  shall  be  added, 
as  part  of  such  installment,  interest  at  the  rate  of  one-half  of 
one  per  cent  per  month  from  tlie  date  the  installment  would  have 
been  due  if  no  extension  had  been  granted,  until  paid ;  thus,  if  a 
taxpayer  whose  tax  is  $500  secures  an  extension  of  thirty  days 
from  March  15  to  April  15  for  filing  the  return,  the  first  install- 
ment of  $125  would  be  due  on  April  15,  and  if  paid  on  that  date 
there  must  be  added  interest  at  the  rate  of  one-half  of  one  per 
cent,  or  63  cents,  to  the  payment;  the  second  payment  of  $125 
would  then  be  due  June  15  on  which  no  interest  would  be  paid, 
the  third  payment  of  $125  on  September  15  and  the  fourth  or 
final  payment  of  $125  on  December  15. 

If  any  installment  is  not  paid  whm  due,  the  whole  amount  of 
tJie  tax  impaid  becomes  due  and  payable  upon  notice  and  demand 
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from  the  collector ;  and  if  not  paid  within  ten  days,  a  five  p^  cent 
penalty  accrues  with  interest  at  the  rate  of  one  per  cent  per 
month  uutil  paid. 

If  the  taxpa^  er  desires,  the  tax  may  be  paid  in  full  on  or  before 
the  date  fixed  for  filing  the  return  unless  the  date  is  automatically 
extended.  If  an  extension  of  time  has  been  granted  in  which 
to  file  the  return,  the  date  of  the  expiration  of  the  extension  shall 
be  the  due  date  of  the  tax. 

The  payment  of  a  tax  to  a  deputy  collector,  other  than  the  one 
authorized  by  the  collector  to  receive  it,  is  not  a  satisfaction  of 
the  tax  liability.  Hurst  vs.  Lederer. 

39.— Payment  of  Tax  in  Case  of  a  Fiscal  Year. 

Payment  of  the  tax  may  be  made  in  four  quarterly  installments, 
or  in  full.  If  payment  is  made  in  full,  it  must  be  made  on  or 
before  the  date  fixed  for  tiling  tlie  return;  and  if  payment  is 
made  in  installments,  the  first  installment  of  one-quarter  of  the 
tax  must  be  made  on  or  before  the  date  fixed  for  filing  the  return; 
the  second  payment  on  or  before  the  fifteenth  day  of  the  third 
month  following;  the  third  payment  on  or  before  the  fifteenth 
day  of  the  sixth  month ;  and  the  fourth  or  final  payment  on  or 
before  the  fifteenth  day  of  the  ninth  month  following  the  date 
of  filing  the  return. 

iOi^Bfedium  of  Payment. 

Collectors  may  receive  at  par  with  an  adjustment  for  accrued 
Interest  notes  or  certificates  of  indebtedness  issued  by  the  United 
States  and  uncertified  checks  in  payment  of  income,  war  profits  and 
^cess  profits  taxes  during  such  time  and  under  such  relations 
as  the  Commissioner  shall  prescribe;  but  if  a  check  so  received  Is 
not  paid  by  the  bank  on  which  it  is  drawn  the  person  by  whom 
such  check  has  been  tendered  shall  remain  liable  for  the  payment 
of  the  tax  and  for  all  legal  penalties  and  additions  the  same  as 
if  meh  otmik  had  not  be^  tendered. 

41. — Receipts  for  Payments. 

Every  collector  to  whom  any  payment  of  any  income,  war  profits 
or  excess  profits  tax  is  made  shall  upon  request  give  to  the  person 
making  such  payment  a  full  written  or  printed  receipt,  staling 
the  amount  paid  and  the  particular  account  for  which  such  pay- 
ment was  made.  Whenever  any  debtor  pays  taxes  on  account 
of  payments  made  or  to  be  made  by  him  to  separate  creditors  the 
collector  shall,  if  requested  by  such  debtor,  give  a  separate  re- 
ceipt for  the  tax  paid  on  account  of  each  creditor  in  such  form 
that  the  debtor  can  conveniently  produce  such  receipts  separately 
to  his  several  creditors  in  satisfaction  of  their  respective  demands 
up  to  the  amounts  stated  in  the  receipts;  and  such  receipt  shall 
be  sufficient  evidence  in  favor  of  such  debtor  to  justify  him  in 
withholding  from  his  next  payment  to  his  creditor  the  amount 
therein  stated ,  but  the  creditor  may,  upon  giving  to  his  debtor  a 
.full  written  receipt  acknowledging  the  payment  to  him  of  any 
sum  actually  paid  and  accepting  the  amount  of  tax  paid  as  afore- 
said (specifying  the  same)  as  a  further  satisfaction  of  the  debt 
to  that  amount,  require  the  surrender  to  him  of  such  collector's 
receipt. 

42. — ^Payment  Upon  Recomputation  of  Tax. 

As  soon  as  practicable  after  the  return  is  filed,  the  Commis- 
sioner shall  examine  it.  If  it  then  appears  that  the  correct  amount 
of  the  tax  is  greater  or  less  than  that  shown  in  the  return,  the 
installments  shall  be  recomputed. 
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If  the  amount  already  paid  exceeds  that  which  should  have  been 
paid  on  the  basis  of  the  installments  as  recomputed,  the  excess  so 
paid  shall  be  credited  against  the  subsequent  installments ;  and  if 
the  amount  already  paid  exceeds  the  correct  amount  of  the  tax, 
the  excess  shall  be  credited  or  refunded  to  the  taxpayer. 

UofM  discovery  of  a  deficiency  in  the  tax  the  taxpayer  shall  be 
given  not  less  than  SO  dnyi^  after  notice  i*-  sent  by  registered  mail 
to  show  cause.  After  a  hearing  his  appeal  shall  be  decided  as 
quickly  as  practicable  and  anif  defidenou  aiicssed  mthout  right 
to  a  claim  in  abatement. 

Tames  for  1921  must  be  assessed  within  four  years  after  me 
return  is  filed,  and  for  preceding  years  assessment  must  he  within 
five  years.   ( See  paragraph  55. )  .       ,  ^ 

In  the  case  of  a  deficiency  where  its  payment  would  result  %n 
vmdue  hardship,  an  extension  of  time  not  exceeding  eighteen 
months  from  the  passage  of  the  neiv  laio  may  he  granted  by  the 
Commissioner,  subject  to  the  furnishing  of  a  surety  bond  and  the 
atUMitm  of  %%  interest  per  month, 

43.— REFUNDS. 

The  Commissioner  of  Internal  Revenue,  subject  to  regulations 
prescribed  bv  the  Secretary  of  the  Treasury,  is  authorized  to 
remit,  refund,  and  pay  back  all  taxes  erroneously  or  illegally 
assessed  or  collected,  all  penalties  collected  without  authority,  and 
all  taxes  that  appear  to  be  unjustly  assessed  or  excessive  in 
amount,  or  in  any  manner  wrongfully  collected. 

No  credit  or  refund  of  taxes  shall  be  allowed  or  made  after 
five  years  from  the  date  when  the  return  was  due,  unless  before 
the  expiration  of  such  five  years  a  claim  therefor  is  filed  by  the 
taxpayer.  Claims  for  refund  or  credit  may  be  filed  ivithm  four 
years  after  the  payment  of  the  tax.    (See  paragraph  55.) 

After  a  tax  has  been  paid,  an  appeal  to  the  Commissioner  of 
Internal  Revenue  for  refund  of  such  tax  erroneously  collected  is 
necessarv  before  suit  for  the  recovery  thereof,  even  though  a 
claim  in  abatement  was  filed  and  relief  denied  before  such  tax 
payment.  Bock  Island,  Arkansas  &  Louisiana  R.  B.  Co.  v.  United 
States* 

44^INFORMATION  RETURNS. 
Bvery  person,  corporation  or  partnership  making  payments  of 
gains,  profits  or  income  of  any  description,  which  are  either  fixed 
or  determinable  to  any  other  person  or  partnership,  of  $1,000 
or  more  in  any  taxable  year,  is  required  to  make  a  return  of 
such  information  to  tlie  Commissioner  of  Internal  Revenue,  giving 
the  amounts  of  socb  payments  and  tito  names  and  addresses  of 

tbe  recipi^ts.  ,  ^ 

This  does  not  apply  to  the  payments  of  dividends  to  stockholders 
hy  a  corporation  or  the  payments  by  a  broker  to  customers  of 
wofits  on  transaftions.  These  returns  in  the  case  of  dividends 
and  payments  of  profits  by  brokers  are  required  only  when  re- 
quested by  the  Commissioner  of  Internal  Revenue,  in  order  to 
-^hedk  up  individual  returns. 

4S...«0LLECTI0N  OF  FOREIGN  ITEMS. 
Hetnms  of  InformaUon  are  required,  regardless  of  amounts,  in 
the  case  of  collections  of  items  (not  payable  in  the  United  States) 
of  Interest  upon  the  bonds  of  foreign  countries  and  interest  upon 
the  bonds  of  and  dividends  from  foreign  corporations  by  indi- 
Tlduais,  oorporatloiis  or  partnerships  undertaldng  as  a  matter 

to 


FAST  n— RETURN  ABD  PAYMENT  OF  TAX 


of  businen  or  for  profit  the  collection  of  foreign  payments  of 
such  Interest  or  divldeiids  txy  vamm  of  ccnqpoiw,  diecks  or  bills 
of  exchange. 

All  individuals,  corporations,  or  partnerships  undertaking  as  a 
matter  of  business  or  for  profit  the  collection  of  foreign  pay- 
ments of  interest  or  dividends  by  means  of  coupons,  checks,  or 
bills  of  ezdiange  shall  obtain  a  license  from  the  Commissioner; 
and  whoever  knowingly  undertakes  to  collect  such  payments  with- 
out having  obtained  a  license  therefor,  or  without  complying  with 
the  prescribed  r^iolatlons,  shall  be  guilty  of  a  misdemeanor  and 
shall  be  fined  not  more  than  $5,000,  or  in^;is(»unent  tat  not  more 
than  one  year,  or  both. 

Any  person,  corporation,  individual,  or  partnership  holding  a 
license  seciBred  under  previous  Revenue  acts  will  not  be  required 
to  take  out  a  license  under  the  present  act.  If  licenses  are  re- 
quired for  branch  offices,  the  collector  for  the  district  in  which  the 
liome  office  is  located,  if  notified,  will  issue  the  necessary  auttiority 
to  the  collectors  of  the  districts  in  whi<A  are  located  any  bniDCh 
offices  for  whidi  any  additional  licenses  are  required. 

46^AYMENT  OF  TAX  AT  SamiCB. 

Withholding  the  tax  at  the  source  is  limited  in  application  to 
nonresident  alien  individuals,  partnerships  composed  in  whole  or 
in  part  of  nonresident  aliens  and  foreign  corporations  not  having 
an  ofiice  or  place  of  business  in  the  United  States,  except  in  the 
case  of  obligations  containing  the  so-called  tax-free  covenant. 

No  withholding  is  necessary  from  interest  on  bank  deposits 
paid  to  persons  not  engaged  in  business  in  the  United  States  and 
not  having  an  office  or  place  of  business  therein, 

47^WIIIiliolduig  Tax  on  Bond  Interest. 

In  any  case  wh^  bonds,  mortgi^es,  or  deeds  of  trae^  m  other 
similar  oMigationB  of  a  corporation,  contain  a  contract  or  pro- 
yflfAoa  by  which  the  obUgor  agrees  to  pi^  any  portlcm  <tf  tbe  In- 
come tax  imposed  upon  the  obligee,  or  to  rebnburse  the  obligee 
for  any  portion  of  the  tax,  or  to  pay  the  interest  without  deduc- 
tion for  any  tax  which  the  obligor  may  be  required  or  pennitted 
to  pay  thereon  or  to  retain  therefirom  under  any  law  of  the 
United  States,  the  obligor  shall  deduct  and  withhold  a  tax  equal 
to  two  per  eeat  of  tbe  interest  upon  such  bonds,  mortgages,,  deeds 
of  trust  or  other  obUgaticms,  whether  such  interest  is  payable 
annually  or  at  shorts  or  loi^r  periods,  and  whether  payaUe  to 
a  nonresid^t  alien  individneil  (or  nonresident  foreign  corpora? 
tion)  or  to  an  individual  dtlzen  or  reeddent  of  the  United  States, 
or  to  a  partnership :  Provided  that  the  Gdmmissioner  may  author- 
ize such  tax  to  be  deducted  and  withheld  in  the  case  of  interest 
upon  any  such  bonds,  mortgages,  deeds  of  trust  or  other  obliga- 
tions the  owners  of  which  are  not  known  to  tbe  withholding  agent. 
In  the  case  of  a  dtisen  or  resident  entitled  to  receive  such  interest, 
the  withholding  shall  not  be  required  if  he  files  with  the  wltb- 
hoYOtag  agent  on  or  before  February  1  a  signed  notice  in  writing 
claiming  the  benefits  of  the  exemption  of  eith^  $1,000  or  $2,000, 
according  to  his  marital  status. 

48_BeiMki  Not  Containing  a  Tax-Free  Covenant  Clause. 

The  Commissioner  has  ruled  that  a  corporation  issuing  bonds 
without  a  tax-free  covenant  is  not  permitted  to  deduct  or  pay  tax 
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at  the  source  with  refi)ect  to  the  Interest  thereon,  except  in  cases 
where  bonds  are  owned  by  nonresident  alien  individuals,  partner- 
ships composed  in  whole  or  in  part  of  nonresident  aliens,  or  cor- 
porations not  haYing  an  office  or  place  of  bu^sbiess  in  the  United 
States. 

If  the  bonds  do  not  contain  a  tax-free  clause,  the  Government 
imposes  no  obligation  upon  the  corporation  for  payment  of  the  tax 
at  the  source,  when  paid  to  citizens,  residents  or  domestic  cor- 
porations, the  tax  in  this  case  being  paid  by  the  bondholder. 

Should  a  corporation  desire  to  reimburse  its  bondholders  in  such 
cases,  it  may  do  so,  as  this  is  a  matter  wholly  between  the  parties 
concerned  and  one  in  which  the  Government  is  not  interested. 
However,  such  income  should  not  be  reported  as  subject  to  with- 
holding, and  the  Internal  Revenue  Bureau  will  not  accept  tax  de- 
ducted in  such  cases  by  the  withholding  agent. 

If  interest  i>ayments  on  bonds  which  do  not  contain  a  tax-free 
covenant  are  made  to  citizens  or  residents  of  the  United  States^ 
meh  payments  must  be  reported  on  Form  1001,  Bevised. 

49.  — ^Bond  Interest  Paid  to  Nonresident  Aliens. 

In  the  case  of  bond  interest  paid  to  nonresident  alien  individ- 
uals, partnerships  composed  in  whole  or  in  part  of  nonresident 
aliens,  or  nonresident  foreign  corporations,  the  tax  is  to  be  with- 
held by  the  issuing  corporation  in  every  case,  whether  or  not  the 
bonds  contain  a  tax-free  clause.  When  the  bonds  contain  a  tax- 
free  clause  the  amount  to  be  withheld  in  all  cases  is  two  per  cent. 
When  the  bonds  do  not  contain  the  tax-free  clause  the  amount  to 
be  withheld  is  eight  per  cent  in  the  case  of  individuals  or  part- 
nerships,  and  the  amount  to  be  withheld  from  nonresident  for- 
eign corporations  is  ten  per  cent. 

In  the  case  of  interest  upon  corporate  bonds,  therefore,  with- 
holding at  the  rate  of  2  per  cent  is  required  from  payments  to  all 
persons,  excluding  domestic  and  resident  foreign  corporations,  if 
the  bonds  or  the  instrument  securing  them  contain  a  tax-free 
covenant.  If,  however,  corporate  bonds  do  not  contain  a  tax-free 
covenant,  withholding  is  required  only  from  payments  of  interest 
thereon  to  nonresident  alien  Individuals  (and  unknown  persons), 
partnerships  composed  in  whole  or  in  part  of  nonresident  aliens, 
or  to  nonresident  foreign  corporations,  but  in  such  case  at  the  rate 
of  8  and  10  per  cent,  respectively,  as  indicated  above. 

The  effect  of  the  statute  is  that  where  corporate  bonds  contain 
a  tax-free  covenant  there  is  no  actual  withholding,  but  the  cor- 
poration necessarily  pays  the  2  per  cent  tax  for  members  of  a 
partnership,  for  personal  service  corporations,  which  are  treated 
like  partnerships,  and  for  nonresident  foreign  corporations,  which 
receive  the  interest ;  pays  the  tax  for  individuals  unless  they  claim 
exemption,  which  they  rarely  do;  and  does  not  pay  it  for  domestic 
or  resident  foreign  corporations. 

50.  — Other  Income  Paid  to  Nonresident  Aliens. 

All  individuals,  corporations  and  partnerships  making  payments 
of  interest,  rent,  salaries,  wages,  premiums,  annuities,  compensa- 
tions, remunerations,  emoluments  or  other  fixed  or  determinable 
annual  or  periodical  gains,  profits  or  income  to  any  nonresident 
alien  individuals,  partnerships  composed  in  whole  or  in  part  of 
nonresident  alienSy  or  nonresident  foreign  corporations  shall  de- 
duct and  withhold  from  such  payments  a  tax  equal  to  eight  per 
cent  thereof  in  the  case  of  individaals  and  partnerships  and  ten 
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per  cent  thereof  in  the  case  of  nonresident  foreign  corporations. 
A  tax  equal  to  eight  per  cent  shall  also  be  withheld  from  the 
interest  on  securities  the  owners  of  which  are  unknown  to  the 
withholding  agent.  The  foregoing  does  not  apply  to  payments  of 
dividends  (allowed  as  a  credit)  by  corporations. 

Sl^Withholdine  Betams. 

Every  individual,  corporation  or  partnership  required  to  deduct 
and  withhold  any  tax  shall  make  return  thereof  on  or  before 
March  first  of  each  year  and  shall  on  or  before  June  fifteenth 
pay  the  tax  to  the  collector.  Every  such  individual,  corporation  or 
partnership  is  made  liable  for  such  tax  and  is  indemnified  by  the 
statute  against  the  claims  and  demands  of  any  individual,  cor- 
poration or  partnership  for  the  amount  of  any  payments  made  in 
accordance  with  the  provisions  of  the  statute.  If  any  tax  required 
to  be  deducted  and  withheld  is,  however,  paid  by  the  recipient 
of  the  income,  it  shall  not  be  recollected  from  the  witliholdiug 
agrat;  nor  in  cases  in  which  the  tax  is  so  paid  is  any  penally 
imposed  upon  or  collected  from  the  recipient  of  the  income  or 
the  witliholding  agent  for  failure  to  return  or  pay  it,  unless  such 
failure  was  fraudulent  and  for  tlie  purpose  of  evading  payment 

52.— OWNERSHIP  CERTIFIGA1!liS. 

Returns  of  information  may  in  any  event  be  required  from 
corporate  obligors  or  their  agents  in  the  case  of  payments  of 
interest  upon  bonds,  mortgages,  deeds  of  trust  or  other  similar 
obligations  of  corporations,  whether  or  not  containing  a  tax- 
free  covenant.  This  provision,  applying  in  cases  both  where  with- 
holding is  re(]Uired  and  where  it  is  not  required,  furnishes  the 
present  statutory  basis  for  the  system  of  ownership  certificates 
now  inseparably  connected  with  the  payment  of  interest  coupons 
on  corporate  bonds. 

53.~rENALTIES. 

For  failure  to  render  retoms^  whether  of  income,  withholding  or 
information,  at  the  prop»  times,  for  understating  the  income  or 
taxt  and  for  failure  to  pay  the  tax  or  installments  of  it  when  due 
and  payable,  the  statute  prescribes  various  penalties.  These  In- 
clude severally  or  in  combination  the  addition  of  interest  to  the 
tax,  and  the  addition  of  specified  percentages  of  the  tax  and  the 
imposition  of  fines.  For  a  false  oath  to  an  income  tax  return  a 
taxpayer  may  be  indicted  for  perjury. 

54.— ACCESSIBILITY  OF  BOOKS  AND  RECORDS. 

Every  person  liable  to  the  tax,  or  for  the  collection  thereof,  shall 
keep  such  records  and  render  under  oath  such  statements  and 
returns  and  shall  comply  with  such  regulations  as  the  Gonrnds- 
sioner  may  from  time  to  time  prescril)e.  The  Commissioner,  for 
the  purpose  of  ascertaining  the  correctness  of  any  return  or  for 
die  purpose  of  making  a  return  where  none  has  been  made,  is 
authorized,  by  any  revenue  agent  or  inspector  designated  by  him 
for  that  purpose,  to  examine  any  books,  papers,  records  or  memo- 
randa bearhig  upon  the  matter  required  to  be  included  in  the 
return,  and  may  require  the  attendance  of  the  person  rendering 
the  retutn  or  of  any  officer  or  employee  of  such  person,  or  the 
attendance  of  any  oflier  persorf  having  knowledge  in  the  premises, 
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and  may  take  Ida  teatimoDy  wifh  reforenee  to  Hie  matter  regnirecl 
by  law  to  be  iaeliided  in  smdi  retam,  witb  power  to  adndiiteter 
oaths  to  each  person  or  persons. 

No  tawpai/er  Moll  he  tubieeted  to  wmeeetMrv  e»am4natUm8 
ana  only  one  inepeeiUm  of  the  tawpayer'e  hooke  of  aneomt  ehatt 
he  made  for  each  taxable  pear  imle««  the  toMpa/yer  requeste  other- 
wise  or  unless  the  Commissioner,  after  investigation,  notifies  the 
tfixpayer  that  on  additioml  inspeetion  l»  neeeeeary. 


55.— DISPOSITION  OF  TAX  CASES. 

A  change  in  the  regiOatione  or  a  new  treaewry  deeMm  re- 
versing  a  prior  regulation  or  treasury  dedtUm,  unlet*  tuch  re- 
versal is  oeoaaioned  or  required  hy  a  court  dedelen,  tnay  he 
appUed  without  retroactive  effects 

An  agreement  in  wrWng  hetween  the  tacDpa/yer  end  the  Com- 
mieeioner  at  to  the  amount  of  tames  due,  ewoept  upon  a  ehowing 
of  fraud  or  malfeaaenoe,  i»  /bud  and  cenetutlw  and  therefore 
binding  upon  the  parties. 

In  the  absence  of  fraud  or  a  mistake  in  caJoulaUon,  the  decision 
of  the  Commissioner  upon  any  claim  shaU  not  he  suhject  to  review 
hy  any  other  administrative  offlcer  of  the  Untied  States. 

No  suit  or  proceeding  (except  in  the  case  of  a  false  or  fraudu- 
lent return  or  a  failure  to  file  a  return)  for  the  collection  of  any 
tax  due  shall  he  hegun  after  the  es^aUon  of  five  years  from  the 
date  when  such  return  was  filed,  (Bee  paragraph  J^.) 

No  siOt  or  proceeding  for  the  recovery  of  any  tax  wrongfully 
coUeeted  shall  he  begun  until  a  claim  for  refund  or  credit  has  been 
duly  fOed  and  before  the  expiration  of  six  months  (or  adverse  de- 
cision hy  the  Commissioner)  from  the  date  of  filing  such  claim, 
nor  after  the  expiration  of  five  years  from  the  date  of  payment  of 
MMsft  tax.  This  provision  does  not  affect  any  suit  or  proceeding 
instituted  prior  to  the  passage  of  the  Revenue  Aet  of  1921,  but  is 
appUoable  to  aU  suits  and  proceedings  instituted  after  the  passage 
thereof,  regardless  of  the  fact  that  such  suits  may  be  barred  hy 
prior  acts. 

Upon  the  ailowanee  of  a  claim  for  refund  of  or  a  credit  for 
taxes,  interest  is  aOowed  the  taxpayer  on  the  amount  refunded  or 
credited  at  the  rate  of  %%  per  month  from  the  time  the  ammint 
refunded  or  credited  was  paid,  either  under  protest  or  pursuant 
to  an  additional  assessment,  or  from  six  months  after  the  date 
of  fiUng  of  claim  for  refund  or  credit,  to  tM  date  of  allowance  of 
such  €^im.  (See  paragraph  4S.) 


M^PBIVACY  or  RETURNS. 

The  information  contained  In  any  return  is  to  be  treated  as 
inviolably  confidential  by  all  internal  revenue  officers  and  is  not 
open  to  inq[)ection  by  any  person  excepting  upon  order  of  the 
PreGddent  of  the  United  States,  and  under  rules  and  regulations 
prescribed  by  the  Secretary  of  the  Treasury  and  approved  by  the 
President.  The  proper  officers  of  any  state  imposing  an  income 
tax,  upon  request  of  the  governor  thereof,  may  have  access  to 
the  returns  of  any  corporation  In  sudi  manner  as  the  Secretary 
of  th-*  Treasury  may  prescribe. 
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Persons  Liable  to  Tax 

&7.r-SPBCIAL  GLASSES  OF  TAXPASERS. 

The  statute  taxes  individuals,  including  estates  and  trusts,  and 
corporations.  The  typical  individuals  are  citizens  and  alien  resi- 
dents of  the  United  States,  and  the  typical  corporations  are  or- 
dinary domestic  corporations.  In  other  parts  of  this  booklet  the 
provisions  of  the  law  which  apply  generaUy  to  these  typical  tax- 
payers are  explained.  No  attempt  has  been  made  to  draw  dis- 
tinction between  different  classes  of  persons,  exc^t  generally 
between  individuals  and  corporations. 

But  the  statute  does  not  treat  all  persons  alike.  It  is  necessary, 
therefore,  to  ascertain,  first,  what  different  kinds  of  persons  the 
statute  is  concerned  with  and,  second,  how  each  kind  is  differen- 
tiated in  its  treatment  from  the  others.  In  Part  III  a  classifica- 
tion of  persons  who  are  taxed  or  are  affected  by  the  tax  is  indi- 
cated, and  the  provisions  of  the  law  which  apply  specially  to  the 
several  classes  of  persons,  and  not  to  the  typical  f^tisens^  resid^ts 
and  domestic  corporations,  are  discussed, 

6&~N0NRBSmBNT  ALIEN  INDIVIDUALS. 

Nonresident  aliens  who  derive  any  income  from  sources  within 
the  United  States  will  be  required  to  file  returns.  Such  returns 
are  to  be  filed  on  or  before  the  fifteenth  day  of  the  sixth  month 
following  the  end  of  the  fiscal  year  (June  15th  in  the  case  of  a 
calendar  year).  The  personal  exemption  of  a  nonresident  aUen 
individual  is  $1,000,  with  no  credit  for  dependents. 

Nonresident  aliens  are  taxable  at  the  flat  rate  of  8  per  cent  on 
all  income  in  excess  of  the  personal  exemption  of  $1,000.  A  non- 
resident alien  is  allowed  to  deduct  foreign  taxes  (other  than  in- 
come, excess  profits  or  local  benefit  taxes)  upon  property  or  busi- 
ness, if  and  to  the  extent  that  the  taxes  are  connected  witli  la- 
come  arising  from  a  source  within  the  United  States. 

Where  a  nonresident  alien  taxpayer  becomes  a  <dtixen  or  resi- 
dent of  the  United  States  during  the  taxable  year,  Le  is  taxable 
for  the  entire  year  upon  income  derived  from  all  sources.  An 
alien  leaving  the  United  States  must  secure  a  certificate  from  the 
collector  that  he  has  complied  with  aU  tax  requirements  and  timt 
he  has  discharged  his  tax  obligations. 

In  the  case  of  a  nonresident  alien  individual,  gross  income 
means  only  gross  income  from  sources  within  the  United  States 
What  this  gross  income  constitntes  is  specified  in  elaborate  detail 
In  the  new  law  which  allocates  certain  important  sources  of  in- 
come witiiin  or  without  the  United  States,  as  tiie  case  may  be 
With  respect  to  income  derived  partly  from  sources  within  and 
partly  from  sources  without  the  United  States  the  new  law  au- 
thorizes the  Gommtesioner  to  determine  the  proportion  attributa- 
ble to  the  United  States  by  reasonable  processes  of  allocation  or 
aiq;K»rfionmeDt 
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2  he  income  of  a  nonresident  alien  (or  foreian  coronraOn^t 
>f«''^.'''"''''f 0/  earnings  d^vedflS^  ZZ^& 
Uf  a  ship  or  ships  documented  under  the  laws  ofTfor^^unTZ 
tvhtch  yranis  an  equivalent  exemption  to  c^tikms  o^^e  mit?d 
eilZt"^      «>ri,or«*«m.  organized  in  the  TnuL'malTt 

Where  a  nonresident  alien  buys  bonds  of  a  foreicn  cornnrahnn 
and  later  sells  such  bonds  in  toe  Uniti  Stet^  n?.S?  ? 
profit  represents  income  from  *2JnSSwi^n  The  Unitef 
However  If  such  bonds  are  payable  at  nrntaritreither  in  a  for* 
eign  country  or  in  the  United  States,  the  proS  Vanf  on  reti^^^ 
ment  is  not  derived  from  sources  within  tte  uilted  States 

AO  withholding  is  necessary  in  the  case  ofi^erestm  hank 
deposits  paid  to  persons  not  engaged  in  buZeZ  in  th^  VnUed 
States  and  not  Mving  any  oMce  or  place  of^fS^ss  therein 

Citizens  of  United  States  Possessions. 
att^Z  individual  who  is  a  citizen  of  any  possession  of  the  United 
States  such  as  Porto  Rico  or  the  Phili^ine  Island  (and  w 
otherwise  a  citizen  of  the  United  States)  shaU  be  sub 
come  tax  only  upon  income  derived  from  soured  w^^^^ 
States  and  Shall  be  subject  to  the  same  proYmo^Z  m^^t 

60.r~CX»BI!IGN  CaimRATIONS. 

Foreign  corporations  are  taxable  only  upon  income  dPrivpri 
from  sources  within  the  United  States  and  the  gr^ss  Scome  of  f 

&tSTnftS°«/°r"^  incore™":urces 

lax,  nor  $3,000  for  excess  profits  tax.  i"wme 
61 -INCOME  FROM  UNITED  STATES  POSSESSIONS 

tion,  m  TnVlf'''^*  ""I       ^'^^^^^  domestic  corpora^ 

sZil:7; the  TZfZ  ujusiness  or  trad!Vmin  l  pos. 

oZ  aecJunt  n^^^^^  individual,  on  his 

JdU  for  ^plJf^^^^^^  individual  is  $1,000,  tcith  no 

to  he  JrteSnc^2  t^^^^^    tf€d«c*ion«  are  to  he  the  same  and  are 

alien  ;  /f^n"        Tm  J^X'^^JIV'^  ^ 
not  be  allowed  **  ^  ^^^^         (paragraph  24)  will 

it 
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62.— FIDUCIABIES,  £SIAXliS  AND  XBUSm 

unborn  or  unascertained  perso^^  tocom^heW  for  fufJre  di/ 
tribution  under  the  terms  of  the  will  or  frn«f        f ,    ^^^^^^  ^is- 

ThP  ?f  •""^^  Uniitation  appUed  to  individual       "''"^  ""''^^^^ 

available  to  anv  such  emoto«.2i»Sni2fT"'?. o""  "•'"'e 

the  purpose  of  the  normal  ta/be^Mow^af^ZiH  ,1 
the  amount  so  dtstritutcd  or  mMdTV^n^LZ.    '  "> 
ien^s  or  cempt  interest  on^vlS^ Z^^CtlZ''""" 

like  other  flductarleB  Individual,  is  treated 
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porations  iu  the  same  mauuer  and  form  as  corporations  are  re- 
quired to  make  returns.  Any  tax  due  on  the  basis  of  sucli  returns 
made  by  receivers,  trustees  or  assignees  sliall  be  collected  in  the 
same  manner  as  if  collected  from  the  corporations  of  wliose  busi- 
ness or  property  they  have  custody  and  control. 

laxes  due  on  income  received  during  the  lifetime  of  a  decedent 
must  be  assessed  within  one  year  after  the  filinff  by  the  emecutor 
of  a  written  request  for  such  assessment. 

Executors  who  continue  the  trade  or  business  of  a  decedent 
may  deduct  from  the  gross  income  of  his  estate  all  ordinary  and 
necessary  expenses  incurred  in  continuing  such  trade  or  buskiess* 
but  may  not  deduct  expenses  of  administration. 

The  federal  estate  tax  paid  by  an  estate  is  deductible  from 
its  gross  income  for  the  purpose  of  the  income  tax.  United  State* 
V.  Woodioard. 

A  testator  creating  a  trust  can  not  render  appreciation  of  the 
trust  estate  after  his  death,  realized  by  sale,  nontaxable  by  a 
provision  in  his  will  that  "accretions  of  selling  value  shall  be 
considered  principal  and  not  income";  such  provision  in  a  will 
may  be  disregarded.  Merchants  Loan  and  Trust  Comoanu  v 
Smietanka. 

Where  the  duties  of  an  individual  to  whom  no  property  was 
conveyed  are  to  receive  income  in  accordance  with  the  terms  ol 
an  agreement,  to  account  for  it  and  to  perform  other  minor 
services,  he  is  an  agent  ol  tbe  persons  signing  the  agreement,  and 
not  a  fiduciary. 

63.— PARTNERSHIPS. 

Individuals  carrying  on  business  in  partnership  are  liable  for 
income  tax  only  in  their  individual  capacity.  There  must  be  in- 
cluded in  computing  the  net  income  of  each  partner  his  distribu- 
tive share,  whether  distributed  or  not,  of  the  net  income  of  the 
partnership  for  the  taxable  year,  or  if  his  net  income  for  such 
taxable  year  is  computed  upon  the  basis  of  a  period  different 
from  that  upon  the  basis  of  which  the  net  income  of  the  partner- 
ship is  computed,  then  his  distributive  share  of  the  net  income 
of  the  partnership  for  any  accounting  period  of  the  partnership 
ending  within  the  fiscal  or  calendar  year  upon  the  basis  of  which 
the  partner's  net  income  is  computed. 

The  net  income  of  the  partnership  shaU  be  computed  In  the 
same  manner  and  on  the  same  basis  as  that  of  an  indivldnal 
rartncr ships  are  not  allowed  the  deduction  for  charitable  con- 
tributions. A  partnership  is  not  required  to  include  in  gross  In- 
come the  proceeds  of  life  insurance  policies  paid  to  it  upon  the 
deatli  of  the  insured.  Partnerships  composed  in  whole  or  in  part 
of  nonresident  aliens  are  subject  to  icithholdinff.  The  deduction 
for  net  loss  (paragraph  16)  is  allowed  to  members  of  partnerships. 

Where  liberty  bonds  or  other  partially  tax-exempt  securities 
are  owned  by  a  partnership  each  partner  is  treated  as  the  owner 
of  such  bonds  to  the  extent  of  his  partnership  interest  for  the 
purpose  of  separately  claiming  the  partial  exemption,  that  is,  a 
partner  shall  in  computing  his  normal  tax  be  aUowed  as  credits, 
in  addition  to  the  specific  exemption  his  proportionate  share  of 
the  dividends,  or  interest  upon  obligations  of  tlie  United  States 
and  bonds  issued  by  the  War  Finance  Corporation  which  are 
received  by  the  partnership. 

The  tax  itself  shall  be  credited  In  the  case  of  any  citizen  or 
reeddeit  who  is  a  member  of  a  partnership  with  his  proportionate 
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share  of  any  income,  war  profits  or  excess  profits  taxes  of  the 
partnership  paid  during  the  taxable  year  to  a  foreign  country  or 
to  any  possession  of  the  United  States,  as  the  case  may  be. 

Every  copartnership  most  nuUte  a  return  showing  the  gross 
income,  the  deductions  allowed  by  law  and  the  net  income;  also 
the  distributive  interest  of  each  partner  in  the  partnership  profits, 
whether  sudh  profits  have  been  dlstxibnted  or  not,  with  the  names 
and  addresses  of  the  persons  who  wonld  be  entitled  to  such 
profits  if  distribated.  The  return  maj  be  sworn  to  by  any  one 
partner.  The  partnership  itself  is  not  subject  to  ^ther  the  excess 
profits  tax  or  the  Ineome  tax. 


64.— PERSONAL  SERVICE  CORPORATIONS. 

A  personal  sorvice  corporation  Is  a  corporation  wtiose  Income  is 
due  primarily  to  the  activities  of  the  principal  owners  or  stock- 
holders who  are  themselves  regularly  engaged  in  the  active  con- 
duct of  the  affairs  of  tiie  corporation  and  in  which  capital 
(whether  invested  or  borrowed)  is  not  a  material  income-pro- 
ducing factor.  For  instance,  a  corporation  composed  of  commis- 
sion merdiants  or  advertising  men,  whose  principal  owners  or 
stockholders  are  themselves  actively  engaged  in  the  conduct  of  the 
business,  whose  income  is  due  principally  to  their  personal  serv- 
ices, and  whose  capital  is  employed  for  the  purposes  of  paying 
for  oflSce  equipment  and  employes'  salaries,  is  a  personal  service 
corporation. 

In  the  case  of  a  personal  service  corporation,  if  50  pwr  cent  or 
more  of  the  gross  income  consists  of  (1)  gains  derived  from 
trading  as  a  prindpal,  or  (2)  gains,  profits  or  commissions  de- 
rived from  Government  contracts,  made  between  April  6, 1917,  and 
November  11, 1918,  both  dates  inclusive,  it  shaU  not  be  treated  as 
a  personal  service  corporatiim  subject  to  the  provisicms  which 
apply  to  a  partnership,  but  sliall  be  taxed  as  a  corporation. 

The  individual  stockholders  of  personal  service  corporations 
shall  be  taxed  in  the  same  manner  as  the  members  of  partnerships, 
and  all  the  provisions  of  the  Act  relating  to  partnerships  and 
members  shall,  so  far  as  practicable,  apply  to  personal  service  cor- 
porations and  their  stockholders.  Any  portion  of  the  net  income 
remaining  undistributed  at  the  close  of  the  taxable  year  shaU  for 
the  purpose  of  taxation  be  assigned  to  the  stockholders  in  propor- 
tion to  Hieir  respective  shares. 

Every  personal  service  corporation,  although  not  subject  to  the 
tax,  must  file  a  return  showing  the  gross  income,  the  deductions 
allowed  by  law,  the  net  income  and  the  amounts  distributed,  with 
the  names  and  addresses  of  the  recipients.  Where  a  part  of  the 
net  income  has  not  been  distributed,  the  names  and  addresses  of 
the  stockholders  who  would  be  ^titled  to  the  profits  if  distributed 
must  be  ^rm,  with  the  portion  assignable  to  each. 

Tf  the  special  provisions  taxing  the  shareholders  of  a  perwnai 
tervice  corporation  on  their  distributive  shares  of  the  income  of 
the  corporation  are  declared  invalid  by  the  courts,  personal  serv- 
ice corporations  for  1918,  1919, 1920  and  1921  will  be  tawed  like 
ordinary  corporations.  The  shareholders  are  given  the  optUm  of 
mvmr  the  taxes  as  above,  instead  of  the  corporation  ta», 
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6&^-COSPOR4TIONS  AVAILED  OF  TO  PBBVBNI  IMPO- 

SXnON  OF  SURTAX. 

//  a  corporation  is  formed  or  availed  of  for  the  purpose  of  pre- 
venting  the  imposition  of  the  surtax  upon  its  stockholders  through 
the  medium  of  permitting  its  gains  and  profits  to  accumulate 
instead  of  being  divided  or  distributed,  such  corporation  must  pay 
an  additional  income  tax  of  25  per  cent,  but  if  the  stockholders 
agree  they  may  pay  a  tax  on  the  undistributed  income  of  the  cor- 
poration as  though  they  were  partners. 

66.— INSURANCE  COMPANIES. 

In  tlie  case  of  an  Insiiraiice  company  subject  to  the  income  tax 
tbe  term  "gross  income"  means  the  gross  income  as  defined  in 
paragraph  71  except  that  mutual  marine  insurance  companies 
shall  include  in  gross  income  the  gross  premiums  collected  and  re- 
ceived by  them  less  amounts  paid  for  reinsurance.  It  should  be 
noted  that  the  new  la/ut  enaetg  »peeial  provMma  for  the  ttueing 
of  life  in^ance  oommn^. 

In  computing  the  net  Income  of  insmrance  (Companies  (other  than 
life  insurance  companies),  in  addition  to  the  deductions  permitted 
ordinary  corporations,  there  are  allowed  special  deductions  from 
gross  income.  These  comprise: 

(1)  In  the  case  of  insurance  companies  (a)  the  net  addition 
required  by  law  to  be  made  within"  the  taxable  year  to  reserve 
funds  (including  in  the  case  of  assessment  insoranoe  companies 
the  actual  deposit  of  sums  with  state  or  territorial  officers  pur- 
suant to  law  as  additions  to  guarantee  or  reserve  funds) ;  and  (b) 
the  sums  other  than  dividends  paid  within  the  taxable  year  on 
I)olicy  and  annuity  contracts; 

(2)  In  the  case  of  corporations  issuing  policies  covering  life, 
health  and  accident  insurance  combined  in  one  policy  Issued  on 
the  weekly  premium  payment  plan  continuing  for  life  and  not 
subject  to  cancellation,  in  addition  to  the  above,  such  portion 
of  the  net  addition  (not  required  by  law)  made  within  the  taxable 
year  to  reserve  funds  as  the  Commissioner  finds  to  be  required 
for  the  protection  of  the  holders  of  such  policies  only ; 

(3)  In  the  case  of  mutual  marine  insurance  companies,  there 
shall  be  allowed  in  addition  to  the  deduction  allowed  in  para- 
graph (1),  the  amounts  repaid  to  policyholders  on  account  of 
premiums  previously  paid  by  them,  and  interest  paid  upon  such 
amounts  between  the  ascertainment  and  the  payment  thereof; 
and 

(4)  In  the  case  of  mutual  insurance  companies,  including  inter- 
in%wers  and  ree^^roeal  underwriters  (other  than  mutual  life  or 
mutual  marine  insurance  companies)  requuring  their  members  to 
make  premium  deposits  to  provide  for  losses  and  expenses,  tiiere 
shall  be  allowed,  In  addition  to  the  deduction  allowed  in  para- 
graph (1),  the  amount  of  premium  deposits  returned  to  their 
policyholders  and  the  amount  of  premium  deposits  retained  for 
the  payment  of  losses,  expend  and  reinsurai^  reserves. 

67.— AFFILIATED  CORPORATIONS. 

Corporations  shall  be  deemed  to  be  affiliated  and  required  to 
make  consolidated  returns  for  the  purpose  both  of  the  excess 
profits  and  corporation  income  taxes  If  one  corporation  owni 
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directly  or  controls  through  closely  affiliated  interests  or  by  a 
nominee  or  nominees  substantiaUy  all  the  stock  of  the  other  or 
others ;  or  if  substantially  all  the  stock  of  the  two  or  more  cor- 
porations is  owned  or  controlled  by  the  same  interests,  provided 
that  such  corporations  were  engaged  in  the  same  or  a  closely  re- 
lated business. 

Consolidated  returns  of  income  should  be  filed  in  the  case  of 
affiliated  corporations.  When  the  tax  is  assessed  upon  the  basis 
of  a  consolidated  return,  the  tax  shaU  be  computed  in  the  first 
instance  as  a  unit  and  shall  then  be  assessed  upon  the  respective 
affiliated  corporations  in  such  proportion  as  may  be-agreed  upon 
among  them ;  or  in  the  absence  of  any  such  agreement,  then  on 
the  basis  of  the  net  Income  assignable  to  each.  Only  one  specific 
credit  of  $2,(X)0  (where  the  combined  net  income  of  the  affiliated 
group  is  $UfiOO  or  less)  is  to  be  taken  for  income  tax  purposes 
and  one  specific  exemption  of  $3,000  for  the  purpose  of  excess 
profits  credit,  regiurdless  of  the  number  of  corporations  in  tbe  con- 
solidation. 

The  Commissioner  of  Internal  Revenue  is  given  power  to  oofi- 
solidate  the  accounts  of  two  or  more  related  trades  or  hutinesws 
solely  for  the  purpose  of  making  an  accurate  disiributkm  of 
gains,  profits,  income,  deductions,  or  eapHal  and  mot  for  the 
purpose  of  computing  the  taw  on  the  basis  of  the  eontoWkOed 
return. 

eS^INCOME  OF  STATES  AND  FOREIGN  GOVERNMENTS. 

Income  derived  from  any  public  utility  or  the  esercise  of  any 
essential  governmental  function  and  accruing  to  any  state,  terri- 
tory or  the  District  of  Columbia,  or  any  political  subdivision  of  a 
state  or  territory,  or  income  accruing  to  the  government  of  any 
possession  of  the  United  States,  or  any  political  subdivision  there- 
of, is  exempt  from  tax.  Income  accumulated  for  use  by  a  muni- 
cipality in  the  exercise  of  a  normal  governmental  function,  after 
a  designated  annuitant's  death,  is  not  taxable. 

The  income  of  foreign  governments  received  from  Investm^its 
in  the  United  States  in  stocks,  bonds  or  other  domestic  securities 
owned  by  such  foreign  governments,  or  from  interest  on  deimsits 
in  banks  in  the  United  States  of  moneys  belonging  to  such 
foreign  governments,  or  from  any  other  source  within  the  United 
States,  is  exempt  from  tax. 

99^-EIW»m!  CORPORATIONS. 

The  classes  of  corporations  exempt  from  income  and  profits 
taxes  are: 

(1)  Labor,  agricultural  or  horticultural  oi^nizations. 

(2)  Mutual  savings  banks  not  having  capital  stocks  repre- 
sented by  shares. 

(3)  Fraternal  beneficiary  societies,  orders,  etc.,  •  operated 
under  the  lodge  system  or  for  the  estcluMve  benefit  of  the  m^m^ers. 

(4)  Domestic  building  and  loan  associations  substantially  all 
the  business  of  tchich  is  confined  to  making  loans  to  members,  and 
co-operative  banks  without  capital  stock  operated  for  mutual  pur- 
poses and  without  profit, 
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(5)  Cemetery  companies  operated  exclusively  for  the  benefit 
of  merabers  or  which  are  not  operated  for  profit  or  which  are 
chartered  solely  for  burial  purposes. 

(6)  Community  chests^  funds  and  foundations,  as  well  as 
corporations,  if  operated  exclusively  for  literary,  as  well  as  re- 
ligious, charitable,  scientific  or  educational  purposes,  or  for  the 
prevention  of  cruelty  to  children  or  aoinials>  where  no  profit 
inures  to  the  benefit  of  stockholders. 

(7)  BQEbiess  leagaee,  chambers  of  eomiii^«e  or  boards  of 
tncle  not  oi^aiiUsecl  for  profit 

(8)  dvicf  leagneg  operated  exclusively  for  the  promotion  of 
soda  I  welfare. 

(9)  Clubs  operated  for  pleasure,  recreation  and  other  non- 
profitable  purposes. 

(10)  Farmers'  or  other  mutual  hail,  cyclone  or  fire  insurance 
companieB,  mutual  ditch  or  irrigation  companies,  mutual  or  co- 
operative telephone  companies,  etc.,  the  income  of  which  consists 
solely  of  asseannentB  and  dues  coUected  for  the  purpose  of  meet- 
ing ezpenseB* 

(11)  Farmers',  fruit  growers',  or  like  associations,  which  are 
organized  and  operated  as  sales  agents  or  purchasing  agents  for 
members. 

(12)  Corporations  oi^anized  for  the  exclnsive  purpose  of  bold- 
ii^  title  to  property  and  turning  over  the  income  thereof  to 
wgaaizfttions  which  are  exempt  from  the  tax« 

(13)  Federal  land  banks  and  national  farm  loan  associations 
created  under  the  Act  of  July  17,  1916,  to  provide  capital  for 
agricultural  development. 

(14)  Personal  service  corporations.  (Repealed^  effective  a$  of 
January  1,  1922. 

Meceipts  of  ship  owners'  mutual  protection  and  indemnity  asso- 
eiatianSj  not  organized  for  profit,  are  not  to  be  included  in  the 
gross  income  of  such  associations ;  but  their  income  from  divi- 
dendSj  interest  and  rents  is  subject  to  tax. 

70. — Examples  of  Exempt  Corporations. 

An  organization  which  is  ordinarily  exempt,  but  which  owns 
property  in  excess  of  its  needs  and  carries  on  industrial  pursnite 
distinct  from  its  exempt  activities,  is  not  exempt. 

An  organization  which  is  operated  for  the  purpose  of  speculation 
rather  than  for  savings  is  not  a  mutual  savings  bank. 

A  building  and  loan  association  which  loans  its  funds  to  non- 
members  and  divides  the  profits  solely  among  tlie  holders  of  the 
paid-up  certificates  does  not  come  within  the  exemption. 

A  corporation  devoted  to  educational  purposes,  but  organized 
for  private  pecuniary  profit,  is  not  ex^pt  Kemper  MUitart/ 
ScJiQol  V.  Crutchley. 

A  business  league  is  not  entitled  to  exemption  if  It  conducts  a 
commercial  enterprise,  whether  or  not  for  profit 

Co-operative  home  owning  corporations  are  not  exempt. 
A  cemetery  company  in  order  to  be  exempt  must  be  owned  and 
operated  exdusiv^  for  the  l)enefit  of  all  lot  owners* 
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Corporations 

71.— TAX  ON  CORPORATIONS. 

The  statute  imposes  an  Income  tax  at  a  fixed  rate  on  aU  cor- 
porations not  expressly  exempt.  The  tax  is  upon  net  Income  after 
deducting  from  gross  income  the  allowable  deductions  and  certain 
credits  are  allowed  against  net  income  and  against  the  amount  of 
the  tax.  The  tax  is  payable  upon  the  basis  of  returns  renderea 
by  the  corporation  liable  thereto,  except  that  in  some  cases  it  is 
to  be  paid  at  the  source  of  the  income.  The  statute  also  imposes 
on  corporations  an  excess  profits  tax.  „^m„x 

The  gross  income  of  a  corporation  is  (where  applicable)  tte 
same  as  in  the  case  of  an  individual;  namely,  all  gains,  proflte 
and  income  derived  from  businesses,  commerce  or  sales,  or  d«aJr 
ings  in  property,  whether  real  or  personal,  growing  out  Oi 
ownership  or  use  of  or  interest  in  such  property;  also,  from 
interest,  rent,  dividends,  securities  or  the  transaction  of  any  busi- 
ness carried  on  for  gain  or  profit  or  gains  or  profits  and  Income 
derived  from  any  source  whatever. 

72.— RATES  OP  TAX  ON  CORPORATIONS. 

The  income  tax  on  corporations  is  at  the  rate  of  10%  of  the 
net  income  subject  to  tax.  In  order  to  determine  the  amoQ^ 
subject  to  tax  the  net  income  is  first  entitled  to  the  credits. 

si)ecified  below. 

In  addition  to  the  income  tax  of  10  per  cent  there  shall  be  levied, 
collected  and  paid  upon  the  net  income  of  every  corporation 
(except  exempt  corporations)  an  excess  profits  tax  equal  to  the 
sum  of  the  following :  First  Bracket— 20  per  cent  of  the  amount 
of  the  net  income  in  excess  of  the  excess  profits  credit  and  not 
in  excess  of  20  per  cent  of  tlio  invested  capital.  Second  Bracket 
— 40  per  cent  of  the  amount  of  the  net  income  in  excess  of  20 

per  cent  of  the  invested  capital. 

In  any  case  where  the  full  amount  of  the  excess  profits  credit 
(explained  below)  is  not  allowed  under  the  first  bracket  by 
reason  of  the  fact  that  such  credit  is  in  excess  of  20  per  cent  o* 
the  invested  capital,  the  part  not  so  aUowed  shall  be  deducted 
from  the  amount  in  the  second  bracket 

7S^RfiDITS  AGAINST  NET  INCOME  ALU)W£D 

CORPORATIONS. 

In  arriving  at  the  amount  of  net  income  that  is  subject  to  in- 
come (normal)  tax,  there  must  first  be  deducted  as  a  credit  the 
amount  of  the  excess  profits  tax  assessed  or  to  be  assessed  for 
the  same  taxable  vear,  the  interest  received  upon  obligations  of 
the  United  States  and  bonds  of  the  War  Finance  Corporation, 
which  has  been  included  in  gross  income,  and  the  specific  exemp- 
tion of  $2,000  tchich  is  allotccd  to  those  corporations  only  ichose 
net  income  is  $25M0  or  less.  If  the  net  income  is  more  than 
$25,000  the  normal  tax  shall  not  exceed  the  tax  which  would  be 
payable  if  the  $2,000  credit  were  allowed,  plU8  the  amount  of  the 
net  income  in  eaceaa  of  $25,000. 
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The  credit  of  $2,000  will,  in  the  case  of  a  corporation  making 
return  for  less  than  12  months,  be  reduced  to  an  amount  which 
bears  the  same  ratio  to  the  full  credit  therein  provided  as  the 
nnmber  of  months  in  the  period  for  which  such  return  is  made 
bears  to  twel¥e  monttw. 

94^-4>SDU€TIONS  ALLOWED  CORPORATIONS. 

Tlie  deductions  in  the  case  of  corporations  are  practically  the 

snme  us  those  allowed  individuals.  Dividencls  received  from  a  do- 
westic  corporation  (other  than  specified  in  paragraph  61)  or  from 
a  foreign  corporation  when  wore  than  50%  of  its  gross  income  for 
the  three-year  period  ending  with  the  close  of  its  taxable  year  pre- 
ceding  the  declaration  of  such  dividends  was  derived  from  sources 
irithin  the  United  States,  are  deductible.  As  has  already  been  in- 
dicated, corporations  are  not  entitled  to  deduct  from  gross  income 
gifts  or  contrihuiions,    (See  "Charitable  Contributions"). 

So-called  interest  paid  to  subscribers  for  stoclc  on  installment 
payments  made  by  them  on  account  of  their  subscription  consti- 
tutes a  distribution  of  profits  from  surplus,  and  accordingly  is 
not  a  deductible  expense. 

A  corporation  can  not  be  denied  a  deduction  on  account  of 
depreciation  actually  sustained,  even  thought  after  paying  divi- 
dends its  surplus  is  insufficient  to  cover  depreciation. 

A  corporation  exercising  its  option  of  charging  certain  Items 
of  expenditures  to  capital  account  may  not  amend  its  returns  by 
transferring  such  items  to  operating  expenses. 

Taxes  imposed  against  a  taxpayer  upon  his  interest  as  a  stock- 
holder in  a  corporation,  which  are  paid  by  the  corporation  with- 
out  reimbursement^  are  deductible  by  the  corporation  and  not  by 
the  taxpayer. 

75. — Ti»  on  Bond  Interest. 

In  the  case  of  corporations  issuing  bonds  or  other  obligations 
which  contain  a  tax-free  covenant,  that  is,  a  contract  or  provision 
fn  which  the  corporation  agrees  to  pay  any  portion  of  the  tax 
imposed  upon  the  bondholder  or  to  reimburse  the  bondholder  for 
any  tax  which  he  may  be  required  to  pay,  the  amounts  of  federal 
income  tax  withheld  and  paid  pursuant  to  this  contract  or  pro- 
vision is  not  allowed  as  a  deduction  to  the  debtor  corporation. 
Federal  income  tax  paid  by  the  issuing  corporation  in  behalf  of 
bondholders  need  not  be  included  as  additional  gross  income  by 
such  bondholders, 

76. — CREDIT  FOR  FOREIGN  TAXES  ALLOWED 

COBPOKATIONS. 

Domestic  corpomtlons  are  allowed  to  credit  against  their  taxes 
the  amount  of  any  income,  war  profits  or  excess  profits  taxps  paid 
during  the  taxable  year  tc  a  forrfgn  country  or  to  any  possession 
of  the  United  States. 

77.  — IMPOSITION  OF  EXCESS  PROFITS  TAX. 

The  theory  on  which  an  excess  profits  tax  is  laid  is  that  in- 
vested capital  is  entirled  to  a  reasonable  return,  but  that  profits 
which  are  greater  than  necessary  to  aPfot-d  such  return  are  ex- 
cess pi-ofits!  Tbp  excess  profits  tax  is  imposed  upon  corporations 
only,  individuals  and  partnerships  being  exempt.  The  tax  is 
levied  upon  net  income  and  is  computed  by  the  use  of  percent- 
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affes  of  the  invested  capital  and  specific  credit  l^nown  as  the 
"Excess  Profits"  credit  (as  ratios)  to  determine  at  v^hat  rates 
the  different  portions  of  the  net  income  shall  be  taxed.  The  rate 
percentage  of  tax  depends  upon  the  proportion  of  the  net  in- 
come to  the  invested  capitaL 

7&--«0BP0RATI0NS  EXEMPT  FROM  EXCESS  PROFIIS 

TAX. 

A  corporation  whose  net  Income  for  the  taxable  year  is  less 
than  $3,000  is  exempt  from  the  excess  profits  tax,  although  a 
return  must  be  filed.  Id  the  case  of  corporations  eng^ed  In  the 
business  of  mining  gold,  the  net  income  derived  from  such  bust 
ness  is  exempt  from  excess  profits  tax  (bnt  not  from  income  tax). 
In  general,  corporations  that  are  exempt  for  Income  tax  purposes 
are  not  subject  to  the  excess  profite  tax. 

79^Partly  Persmia]  Swviee  Corporations. 

Personal  service  corporations  are  nlso  exempt  unless  50  per  cent 
or  more  of  the  gross  income  is  derived  from  Government  con- 
tracts, in  which  case  the  corporation  is  subject  to  the  tax.  If  the 
net  income  of  a  corporation  is  in  part  from  a  trade  or  business 
in  which  the  employment  of  capital  is  necessary,  and  in  part 
from  a  separate  business  or  distinctly  separate  branch,  which, 
if  it  were  the  sole  business,  would  classify  the  corporation  as 
a  personal  service  corporation,  the  tax  is  to  be  computed  sep- 
arately. In  such  computation  only  the  proportionate  part  of  the 
excess  profits  credits  is  to  be  used.  This  provision  applies, 
however,  only  in  case  the  personal  service  part  of  the  income  is 
not  less  than  30  per  cent  of  the  totaL 

80.— INCOME  SUBJECT  TO  EXCESS  PROFITS  TAX. 

The  income  suhject  to  excess  profits  tax  is  found  by  deducting 
from  the  net  income  as  determined  for  income  tax  purposes 
(without  deducting  the  credits  allowed)  the  excess  profits  credit 

81.— EXCESS  PROFITS  CREDIT. 

A  credit  against  net  income  is  provided  for  the  purpose  of 
computing  the  excess  profits  tax.  In  addition  to  a  specific  exemp- 
tion of  $3,000  it  is  8  per  cent  of  the  invested  capital. 

If  the  tax  is  computed  for  a  period  of  less  than  twelve  months, 
the  specific  exemption  of  $3,000  .^ball  be  reduced  to  an  amount 
which  is  in  the  same  proportion  of  $3,000  as  the  number  of  mouths 
in  the  period  is  of  twelve  months. 

82.~€OSPORATION  RETURNS. 

Every  corporation  subject  to  income  and  excess  profits  taxation 
Shan  make  a  return,  stating  specifically  the  items  of  Its  gross 
income  and  the  allowable  deductions  and  credits.  There  shMl 
he  included  in  the  return  a  statement  whU^  wiU  enable  the  Com- 
miBBioner  to  determine  the  portion  of  the  earnings  or  profits  (taas- 
able  or  nontaxable)  accumulated  during  the  tawable  year  for 
which  the  return  is  made,  which  have  been  distributed  or  ordered 
to  be  distributed  during  such  year.  The  return  sliall  be  sworn 
to  by  the  president,  vice-pr€idd«it  or  other  principal  officer  and  by 
the  treasurer  or  assistant  treasure.  Returns  of  iucome  are  to  be 
filed  at  the  same  time  as  f6r  the  excess  profits  tax  and  pajrment  is 
to  be  made  in  the  sanoe  manner.  Every  c(MiK>ration  subject  to  in- 
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come  tax  is  required' to  make  a  return.  Although  the  corporation 
income  tax  allows  domestic  corporations  whose  annual  net  income 
is  $25,000  or  less  a  specific  exemption  of  $2,000,  nevertheless  cor- 
porations whose  net  income  is  less  than  $2,000  are  required  to  file 
a  return. 

Returns  in  the  case  of  corporations  shall  be  made  to  the  col- 
lector for  the  district  in  which  is  located  the  principal  place  of 
business  or  principal  office  or  agency  of  the  corporation,  or,  if  it 
has  no  principal  place  of  business  or  principal  office  or  agency  in 
the  United  Slates,  then  to  the  collector  at  Baltimore,  Maryland. 

Where  a  stockholder  acquires  all  of  the  stocli  of  a  corporation, 
the  corporation  is  still  required  to  file  returns  as  a  corporation, 
A  corporation  not  yet  dissolved  is  required  to  file  returns  regard- 
less of  whether  or  not  it  received  anj'  income  during  the  taxable 
period. 

AVhere  trustees  in  liquidation  file  a  corporate  return,  the  in- 
vested capital  should  be  computed  in  the  same  manner  as  in  the 
case  of  an  active  corporation,  making  due  allowance  for  any 
amount  of  capital  assets  which  liave  been  liquidated  and  returned 
to  the  stockholders. 

83r--«toclilioUM  Privilege  in  Eramining  Betaim 

All  bona  fide  stockbolders  of  record  owning  one  per  cent  or 
more  of  the  ontstandiug  stock  of  any  corporation  shall,  npcai 
making  request  of  ttie  Ck>mmissioner  of  Internal  Rev^ue,  be 
allowed  to  examine  the  annnal  income  returns  of  such  corpora* 
tion  and  its  subsidiaries. 

Any  stockholder  who  examines  the  return  of  a  corporation 
pursuant  to  the  above  privilege  and  who  makes  known  in  any 
manner  not  provided  by  law  any  particular  of  such  return,  shaU 
be  guilty  of  a  misdemeanor  and  be' punished  by  a  fine  not  ex- 
ceeding $1,000  or  by  imprisonment  not  exceeding  one  year,  or  botli. 

Slr-JiiXlJND  AUiOWED  CORPORATIONS. 

Where  the  invented  capitna  af  a  tawpa^er  H  decreased  bp  the 
Commissioner,  due  to  failure  of  the  taxpayer  to  take  adequate 
deduetimis  in  t^evious  years^  the  taxpayer  is  entitled  to  a  credit 
or  refund  of  the  amount  of  income  tarn  whi^  he  has  paid  in 
excess  of  that  properly  due,  regardless  of  any  statute  of  limitor 

tion.   

SS^INIISSSISD  CAPITAL. 

Invested  capital  embraces  two  classes  of  assets:  those  known 
as  "admissible  assets,"  and  those  known  as  "inadmissible  assets." 
Admissible  assets  are  those  which  produce  income  that  is  subject 
to  income  taxation.  Inadmissible  assets  are  those  which  produce 
income  that  is  exempt  from  income  taxation.  For  instance,  cash, 
real  estate,  bills  receivable  and  other  tangible  assets  which  pro- 
duce income  that  is  subject  to  the  income  tax  are  admissible 
assets,  and  assets  such  as  stocks,  state  or  municipal  bonds  which 
produce  income  that  is  exempt  from  income  tax  are  inadmissible 
assets. 

For  the  purpose  of  computing  the  excess  profits  tax,  profits  or 
undivided  surplus  earned  prior  to  the  taxable  year  shall  be  in- 
cluded in  invested  capital.  Any  profits  or  surplus  earned  during 
the  taxable  year  shall  not  be  included  in  invested  capital.  Bor- 
rowed capital  is  not  to  be  included.  The  term  "borrowed  capital" 
means  money  or  other  property  borrowed,  whether  represented 
by  bonds,  notes,  open  accounts  or  ottierwlae. 
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Reasonable  commissions  or  other  forms  of  compensation  law- 
fully paid  by  a  corporation  ior  sale  of  its  capital  stock  are  not 
to  be  deducted  in  computing  tbe  invested  capital.  Where  a  cor- 
poration's income  is  reported  on  a  cash  receipts  and  disbursements 
basis,  accrued  items  cannot  be  tatoi  into  consideration  in  com- 
puting Its  InTestad  capitaL 

8Cr-4}Mnpiitiitii>n  «f  Invested  €apiteL 

IMCUIDB— 

1.  Actual  cash  paid  in  for  stock 
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87. — Assets  Included  in  Invested  CapiteL 

Assets  which  may  be  included  in  invested  capital  are : 

(1)  Actual  cash  bona  fide  paid  in  for  stock  or  shares: 

(2)  Cash  value  of  tangible  property  paid  in  for  stock  or  shares 
at  the  time  of  such  payment,  but  in  no  case  to  exceed  the  par 
value  of  the  original  stock  or  shares  specifically  issued  therefor, 
unless  it  is  shown  to  the  satisfaction  of  the  Commissioner  that 
the  actual  cash  value  of  such  property  was  really  and  substan- 
tiaUy  in  excess  of  the  par  value  of  the  stock  or  shares  at  tbe 
time  paid  in ; 

(3)  Paid-in  or  earned  surplus  or  ^r<^ts  earned  prior  to  the 

taxable  year; 

(4)  Intangible  property  bona  fide  paid  in  for  stock  or  shares 
prior  to  March  3,  1917,  in  an  amount  not  exceeding  either  the 
actual  cash  value  of  such  property  at  the  time  paid  in  or  the  par 
value  of  the  stock  or  shares  issued  therefor  or  in  the  aggregate 
not  exceeding  25  per  cent  of  the  par  value  of  the  total  stock  or 
shares  of  the  corporatiim  outstanding  on  March  3,  1017»  which- 
ever  is  lowest 

(5)  Intangible  property  bona  flde  paid  in  for  stock  or  shares  on 
or  after  Mardi  3,  1917,  in  an  amount  not  exceeding  either  the 
actual  cash  value  of  tlie  property  at  the  time  paid  in  or  tbe  par 
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value  of  the  stock  or  shares  issued  therefor  or  in  the  aggregate 
not  exceeding  25  per  cent  of  the  par  value  of  the  total  stock  or 
shares  of  the  corporation  outstanding  at  the  beginning  of  the 
taxable  year,  whichever  is  lowest. 

In  no  case  shall  the  value  of  intangible  property  paid  in  for 
stock  or  shares,  whether  paid  in  prior  to  or  subsequent  to  March 
3,  1917  (the  date  of  inception  of  the  first  Excess  Profits  Tax  Act), 
exceed  25  per  cent  of  the  par  value  of  the  total  stock  or  shares  of 
the  corporation  outstanding  at  the  beginning  of  the  taxable  year. 

88.-~Ta]igible  and  Intangible  Property. 

The  term  "tangible  property"  means  stocks,  bonds,  notes  and 
other  evidences  of  indebtedness,  bills  and  accounts  receivable, 
leaseholds  and  other  property  other  than  intangible  property.  For 
the  purposes  of  the  excess  profits  tax,  the  par  value  of  stock  or 
shares  shall,  in  the  case  of  stock  or  shares  issued  at  a  nominal 
value  or  having  no  par  value,  be  deemed  to  be  the  fair  market 
value  as  of  the  date  or  dates  of  issue  of  such  stock  or  shares. 
The  term  "intangible  property"  means  patents,  rights,  secret  pro- 
cesses and  formulae,  good  will,  trade-marks,  trade  brands,  fran- 
chises  and  other  like  property. 

Installment  subscription  payments  received  by  a  corporation  for 
its  stock  may  be  treated  as  invested  capital  from  the  date  on 
which  they  were  received.  Intangible  property  acquired  for 
tangible  property  must  be  taken  into  account  at  its  value  at  the 
date  of  acquisition,  to  be  measured  by  the  then  fair  market  value 
of  the  tangible  property  exchanged  therefor. 

Valuation  of  patents  for  the  purpose  of  invested  capital  is  to  be 
determined  by  contemporaneous  stock  market  quotations  rather 
than  by  resolution  of  the  board  of  directors  or  later  appraisals. 
Invested  capital  should  not  be  reduced  by  the  value  of  expired 
patents.  The  value  of  patents  for  which  stock  was  issued  must 
be  measured  by  the  cash  consideration  paid  therefor  by  the  in- 
corporators of  the  company  just  prior  to  incorporation. 

Good  will,  to  be  allowed  as  invested  capital,  must  be  acquired 
by  direct  purchase.  It  can  not  be  determined  by  a  collateral 
transaction.  Values  claimed  for  "contracts,  brands  and  good 
will"  can  not  be  allowed  as  invested  capital  when  it  is  not  con- 
clusively shown  that  such  values  represent  paid-in  capital, 

89.^--€liaiis:e  of  OwnenA^  of  Assets* 

In  the  case  of  the  reorganization,  consolidation  or  change  of 
ownership  of  a  trade  or  business,  or  change  of  ownership  of 
property,  after  March  3,  1917,  if  an  interest  or  control  in  such 
trade  or  business  or  property  of  50  per  cent  or  more  remains  in 
the  same  persons,  or  any  of  them,  then  no  asset  transferred  or 
received  from  the  previous  owner  shall  for  the  purpose  of  de- 
termining invested  capital  be  allowed  a  greater  value  than  would 
have  been  allowed  under  the  statute  in  computing  the  invested 
capital  of  such  previous  owner  if  such  asset  had  not  been  so 
transferred  or  received.  If  such  previous  owner  was  not  a  cor- 
poration, then  the  value  of  any  asset  so  transferred  or  received 
shall  be  taken  at  its  cost  of  acquisition  (at  the  date  when  acquired 
by  such  previous  owner)  with  proper  allowance  for  depreciation, 
impairment,  betterment  or  development,  but  no  addition  to  the 
ori^'inal  cost  shall  be  made  for  any  charge  or  expenditure  deducted 
as  expense  or  otherwise  on  or  after  March  1,  1013,  in  computing 
the  net  income  of  such  previous  owner  for  purposes  of  taxation. 
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M.r-Uer^  Bonds. 

Liberty  bonds  of  all  issues  shall  be  included  in  invested  capital 
if  purchased  with  profits  or  surplus  earned  prior  to  the  taxable 
year.  Liberty  bonds  purchased  with  earnings  of  the  taxable  year 
cannot  be  included  in  invested  capital. 

9L— Stock  Dividends. 

The  payment  of  a  stock  dividend  h^s  no  effect  upon  the  amount 
of  invested  capital.  The  distribution  of  a  stock  dividend  is  in 
effect  a  capitalization  of  current  earnings  or  of  earned  surplus 
on  hand  at  the  beginning  of  the  year.  The  capitalization  of  cur- 
rent earnings  does  not  increase  the  invested  capital,  and  the 
capitalization  of  surplus  on  hand  at  the  b^^iuning  of  the  year 
does  not  decrease  the  invested  capital. 

An  appreciation  in  good  will  and  tangible  property,  determined 
by  an  appraisal,  against  which  a  stock  dividend  was  issued, 
cannot  be  allowed  as  invested  capital. 

92, — Allocation  of  Dividends. 

Any  distribution  made  by  a  corporation  during  the  first  60  days 
of  any  taxable  year  shall  be  deemed  to  have  been  made  from 
earnings  or  profits  accumulated  during  the  preceding  taxable 
year;  but  any  distribution  made  during  the  remainder  of  the 
taxable  year  shall  be  deemed  to  have  been  made  from  earnings 
or  profits  of  the  current  taxable  year  up  to  the  date  of  distribu- 
tion. If  the  books  of  the  corporation  do  not  show  the  amount  of 
such  earnings  or  profits,  the  earnings  or  profits  shall  be  deemed 
to  have  been  accumulated  ratably  over  the  accoimting  period 
within  which  the  distribution  was  made. 

This  provision  does  not  affect  the  rate  of  tax  to  be  paid  by  the 
stockholder  In  the  case  of  dividends  paid  in  cash,  or  dividends 
paid  in  stock  of  a  corporation  other  than  the  distributing  corpo- 
ration ;  but  a  cash  dividend  affects  the  determination  of  invested 
capital,  for  excess  profits  tax  purposes,  of  the  dividend-paying 
corporation.  In  other  words,  this  provision  of  the  law  does  not 
appiy  to  the  recipient  of  dividends  either  in  cash  or  stock,  but 
it  affects  only  the  distributing  corporation  in  the  computation  of 
its  Invested  capitaL    (Repealed,  effective  January  i,  1922). 

93  _Paid-In  Surplus. 

Tangible  property  paid  in  for  stock  shall  not  be  valued  in  excess 
of  the  par  value  of  the  stock  specifically  issued  therefor  unless 
the  actual  cash  value  of  such  tangible  property  at  tlie  time  paid 
in  is  shown  to  the  satisfaction  of  the  Commissioner  to  have  been 
clearly  and  substantially  in  excess  of  such  par  value,  in  which 
case  such  excess  shall  be  treated  as  paid-in  surplus.  The  Com- 
missioner shall  keep  a  record  of  all  cases  in  which  tangible  prop- 
erty is  included  in  invested  capital  at  a  value  in  excess  of  the 
stock  or  shares  issued  therefor,  containing  the  name  and  address 
of  each  taxpayer,  the  business  in  which  engaged,  the  amount  of 
invested  capital  and  net  income  shown  by  the  return,  the  value 
of  the  tangible  property  at  the  time  paid  in,  the  par  value  of  the 
stock  or  shares  specifically  issued  therefor,  and  the  amount  in- 
cluded under  this  paragraph  as  paid-in  surplus. 

In  illustration  of  paid-in  surplus,  assume  that  a  lumber  concern 
set  up  timber  holdings  on  December  31,  1909,  at  an  estimated 
valuation  of  100,000,000  feet  at  $5  per  thousand  feet— $500,00()— 
but  it  has  subsequently  been  proven  that  the  tract  contained  over 
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150,000,000  feet.  The  company  will  not  be  permitted  to  correct  the 
valuation  as  of  December  31,  1909,  or  as  of  March  1,  1913,  and 
neither  will  the  surplus  be  permitted  to  be  Included  as  invested 
capital  for  the  purpose  of  determining  the  excess  in>ofits  tax.  1^ 
fair  marlset  value  of  the  timber  as  of  December  31,  1909,  or  as  of 
March  1,  1913,  has  no  bearing  on  the  invested  capital  of  tiie  com- 
pany. The  surplus  embracing  the  additional  value  ascertained 
as  the  result  of  the  re-valuation  of  capital  assets  may  not  be  in- 
cluded in  invested  capital  for  excess  profits  tax  purposes.  The 
original  value  must  be  used  under  the  circumstances. 

The  excess  of  the  actual  value  over  the  purchase  price  of 
property  purchased  at  a  bargain  is  not  paid-in  surplus. 

94. — ^Inadmissible  Assets. 

There  shall  be  deducted  from  invested  capital  that  proportion 
of  the  total  assets  which  the  inadmissible  assets  is  of  the  ad- 
missible and  inadmissible  assets  held  during  the  taxable  year. 
If  a  corporation  owns  inadmissible  assets  (such  as  stocks,  mu- 
nicipal bonds,  etc.,  tlie  dividends  or  interest  upon  which  are  not 
subject  to  the  income  tax),  and  some  of  them  are  sold  or  other- 
wise disposed  of,  the  proceeds  being  included  in  net  income,  then 
a  corresponding  amount  of  the  capital  invested  in  such  assets 
shall  be  included  as  invested  capital  and  need  not  be  deducted. 

Where  all  or  a  part  of  the  interest  derived  from  inadmissible 
assets  is  in  effect  included  in  net  income  because  the  interest 
paid  on  indebtedness  incurred  or  continued  to  purchase  or  carry 
such  assets  may  not  be  deducted  from  gross  income,  in  such  a 
case  a  corresponding  part  of  the  capital  invested  in  such  assets 
shall  de  deemed  an  admissible  asset.  In  this  case  (the  corpora- 
tion is  actually  paying  a  tax  upon  the  income  received  tram 
inadmissible  assets  because  of  the  deduction  of  interest  being 
limited),  a  corresponding  part  of  the  capital  invested  in  such 
inadmissible  assets  shall  be  included  in  invested  capital  and  need 
not  be  deducted.  Bonds  issued  by  Porto  Rico,  Hawaii  and  the 
Philippine  Oovemment  are  inadmissible  assets. 

jl5v~LIMITATI0N  OF  TAX. 

The  excess  profits  tax  is  subject  to  the  limitation  that  thp 
1921  tax  shall  in  no  case  be  more  than  20  per  cent  of  the  amount 
of  the  net  income  in  excess  of  $3,000  and  not  in  excess  of  $20,000 
plus  40  per  cent  of  the  amount  of  the  net  income  in  excess  of 
$20,000.  This  limitation  does  not  apply  in  the  cage  of  income 
from  Government  contracts.  The  limitation  is  applied  within 
very  narrow  limits. 

iNl-€OMPUTATiaN  OF  TAX:  CORPORATIONS. 

In  order  to  simplify  the  interpretation  of  the  method  of  com- 
puting the  tax,  practical  illustrations  are  given  in  subsequent 
paragraphs  showing  the  method  of  calculation,  step  by  step,  with 
each  progression  plainly  indicated. 

It  will  be  necessary  to  compute  the  excess  profits  tax  before 
computing  the  corporation  (income)  tax,  as  the  amount  paid 
in  profits  tax  is  deducted  from  the  net  income  before  computing 
the  corporation  normal  tax.  Excess  profits  means  the  profits  in 
excess  of  a  net  return  of  8  per  cent  on  the  invested  capital  for 
the  taxable  year.  In  addition  there  is  a  specific  exemption  of 
$3,000.  If  the  corporation  earned  less  than  $3,000  during  the 
taxable  year,  it  is  exempt  from  this  tax. 
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93«— Corporation  Paying  Under  Both  Brackets. 
Corporation  A  has  an  invested  capital  for  1921  of  $300,000  and 
a  net  income  of  $150,000. 

Original  invested  capital  *  En'Sn 

Capital  added  In  1921  


Total  invested  capital  for  1921  

Net  income  for  1921   150,000 


First  Bracket  (Excess  Profits  Tax) 

20  per  cent  on  invested  capital  of  $300,000   $60,000 

Deduct : 

8  per  cent  on  invested  capital  of 

$300,000    $24,000 

Specific  exemption  —  3,000 


Total  credits   27,000 


Amount  taxable  in  first  bracket   33,000 

20  per  cent  of  $33,000,  or  tax  in  first  bracket   $6,800 

Second  Bracket  (Excess  Profits  Tax) 

Net  Income  for  1921  $150,000 

an  per  orat  ou  Invested  capital  of  $300,000  60,000 

Amount  taxable  in  second  bracket    90,000 

40  per  eoit  ol  $90,000,  or  tax  in  second  bracltet  36,0(H) 

ISotal  of  excess  profits  tax   $42,60f> 

Normal  (Income)  Tax  .^^^^^ 

Net  Income  for  1921   $150,000 

Deduct: 

Excess  profits  tax   }22? 

Spedflc  exemption  .   o,uuu 


Total  credits  


Amount  subject  to  normal  tax-1  $107,400 

10  per  cent  of  $107,400,  or  normal  tax   10,I4« 


Total  tax  to  be  paid  by  Corporation  A   $53,340 

98^— Corporation  Paying  Under  First  Bracliet. 
Corporation  B  has  an  Invested  capital  for  1921  of  $50,000  and 
a  net  income  of  $10,000. 

Invested  capital  for  1921  

Net  Income  for  1921  


First  Bracket  (Excess  Profits  Tax ) 
20  per  cent  on  Invested  capital  of  $50,000   $10,000 

Deduct :  ,  ^ 

8  per  cent  on  invested  capital  of 

$50,000   r-  $^,000 

Specific  exemption   3,000 


Total  credits   "^'^ 


Amount  taxable  in  first  bracket   3,000 

20  per  cent  of  $3,000,  or  tax  in  first  bracket   $600 
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Second  Bracket  (EzceBS  Profits  Tax) 

Net  income  for  1921   $10,000 

20  per  cent  on  invested  ca^tal  of  $50,000   10,000 

Amount  taxable  in  second  bradcet   0 

40  per  cent  of  $0,  or  tax  in  seocxod  bra^et   0 

Total  of  eness  profits  tax   $000 

Normal  (Income)  Tax 
Net  Income  for  1923   $10,000 

Deduct : 

Excess  profits  tax   $600 

Specific  exemption   2,000 

Total  credits   2,600 

Amount  subject  to  normal  tax   $7,400 

10  per  cent  of  $7,400,  or  normal  tax   740 

Total  tax  to  be  paid  by  Corporation  B   $1,340 

99.— Corporation  Fayii^  Under  Second  Bracket. 

Ck>rporation  G  has  an  invested  capital  for  1921  of  $15,000  and 
a  net  income  of  $4,500. 

Invested  capital  for  1921   $15,000 

Net  income  for  1921   4,500 

First  Bracket  (Excess  Profits  Tax) 

20  per  cent  on  invested  capital  of  $15,000   $3,000 

Deduct: 

8  per  cent  on  invested  capital  of 

$15,000   $1,200 

Specific  exemption    8,000 

Total  exedits   4,200 

Amount  taxable  in  first  bracket   0 

20  par  cent  of  $0,  or  tax  tn  first  bracket..   o 

Note.— Since  the  credits  amount  to  $4,200,  whidi  exceed  $3,0OU 
(20%  on  invested  capital)  by  $1,200,  O>rporation  C  has  the  right 

to  deduct  $1,200  in  the  second  bracket  in  addition  to  the  osnai 
20  per  cent  on  invested  capital 

Second  Bracket  (Bxcess  Profits  Tax) 

Net  income  for  1921   $4,500 

20  per  cent  on  invested  capital  of 

$15,000   $3,000 

Additional   1,200 

4,200 

Amount  taxable  in  second  bracket   $300 

40  per  cent  of  $300,  or  tax  in  second  bracket   $120 

Total  ci  excess  proAts  tax   $120 
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Normal  (Income)  Tax 

Net  income  for  1921   $4,500 

Deduct : 

Excess  profits  tax   $120 

Specific  exemption   2,000 

Total  credits   2,120 

Amount  subject  to  normal  tax    $2,380 

10  j?er  cent  of  $2,380,  or  normal  tax   $238 


Total  tax  to  be  paid  by  Ck>rporation  O 


100.— Corporation  Paying  No  Excess  Profits  Tax. 

Corporation  D  has  an  invested  capital  for  1921  of  $2d,000  and 
a  net  income  of  $5,000. 

Invested  capital  for  1921   $25,000 

Net  income  for  1921   5,000 


First  Bracket  (Excess  Profits  Tax) 

20  per  cent  on  invested  capital  of  $25,000   $5,000 

Deduct : 

8  per  cent  on  invested  capital  of 

$25,000   $2,000 

Specific  exemption   3,000 

Total  credits   5,000 


Amount  taxable  in  first  bracket   0 

20  par  cent  of  $0,  <Nr  tax  in  first  bracket — .   0 

Second  Bracket  (Excess  Profits  Tax) 

Net  income  for  1921   $5,000 

20  per  cent  on  invested  capital  of  $25,000   5,000 

Amount  taxable  in  second  bracket   0 

40  peg  cent  of  $0,  or  tax  in  second  bracket  0 


Total  of  excess  profits  tax  ..........^  0 

Normal  (Income)  Tax 

Net  income  for  1921   $5,000 

Deduct: 

Excess  profits  tax   $  0 

Specific  exemption   %000 


TOM  credits   2,000 


Amount  subject  to  normal  tax   $3,000 

10  per  cent  of  $3,000,  or  normal  tax   $30(» 


TMal  tax  to  be  paid  by  Corpcffiatiion  D  »■  ^  $300 
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iOL— C<ifporatiAii  Paying  Under  the  Limitation  of  the  Amount 

on  the  Exeoss  Profits  Tax. 

Curporation  E  has  an  invested  capital  for  ld21  of  $30,000  and 
a  uet  income  of  $120,000. 

Invested  capital  for  1921   $80,000 

Net  income  for  1921   120.000 

First  Bracket  (Excess  Profits  Tax) 

2u  per  cent  on  invested  capital  of  $30,000   $6,000 

Deduct: 

8  per  cent  cm  invested  cai^tal  of 

$30,000   $2,400 

Dpecifle  exeoD^tioB   3,000 

Total  ecedits   6*400 

Amount  taxable  in  first  bracket   $600 

20  per  cent  of  $600,  or  tax  in  first  bracket   $120 

Second  Bracket  (Bxcess  Profits  Tax) 

Net  income  for  1921  $120,000 

20  per  cent  on  invested  capital  of  $30,000 —  6,000 

amount  taxable  in  second  bracket   $114,000 

«0  per  cent  of  $114,000,  or  tax  in  second  bracket   45,600 

Total  of  excess  profits  tax   $45,720 

The  total  excess  profits  tax  shall  not  exceed  20  per  cent  of  that 
part  of  the  net  income  represented  by  the  difference  between 
S3,(t00  and  $20,000,  or  $17,000  plus  40  per  cent  of  the  net  income  in 
excess  of  $20,000  which  in  this  case  is  $100,000. 

Computing  the  tax  according  to  this  provision,  we  liave: 

20  per  cent  of  $17,000   $3,400 

40  per  cent  of  $100,000   40,000 

Total   $43,400 

Siuce  this  amount  is  less  than  the  amount  of  the  excess  profits 
ras  computed  in  the  ordinary  manner,  we  have  as  the  excess 
profits  tM   ^400 

Normal  (Income)  Tax 

Net  income  for  1921  $120,000 

i  )educt : 

Bxcess  profits  tax   $43,400 

Spedfic  exemption   0,000 

Total  credits   43,400 

Amount  subject  to  normal  tax  _   $76,600 

10  per  cent  of  $76,600,  or  normal  tax   $7,660 

Total  tax  to  be  paid  by  (Corporation  B   51,060 
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102. — Comparison  of  Tax  to  Be  Paid  by  an  Individual 

and  a  Corporation. 

It  is  difilcnit  to  make  a  comparison  of  this  kind,  as  the  deduc- 
tions, credits  and  exemptions  for  normal  and  surtax  of  individuals 
are  different  from  those  of  corporations  for  the  normal  and  ex- 
oess  profits  tax.   But  assume  that  an  individual  has  an  incomp 


of  $150,000  upon  which  he  payB  both  normal  and  surtax,  and 
operates  with  a  capital  of  $600,000. 

Normal  Tax 

Net  income   $150,000 

Deduct : 

Credits   $6,000 

Specific  exnnption  2^000 

Total  credits   8,000 


Amount  on  which  normal  tax  is  computed  $142,000 


$4000,  at  4  per  cent   $160 

$138,000,  at  8  per  c«it   11,040 


Total  normal  tax   $11,200 

Surtax 

Net  income  subject  to  surtax  $150,000 

Total  surtax   49,510 


Total  tax   $60,710 

By  reference  to  the  illustration  showing  the  amount  of  tax  of 
CJorporation  A  paying  under  both  brackets,  having  a  net  in- 


come of  $150,000  and  invested  capital  of  $300,000,  it  will  be  seer 
that  the  corporation  pays  much  less  tax  than  the  above  individual, 
although  the  said  taxpayer  operates  with  an  invested  capital  twice 
as  large  as  that  of  the  corporation.   (See  paragraph  26.) 


103.— FORMULAE  FOR  COMPUTING  EXCESS  PROFITS  TAX. 

Tn  the  following  formulae  "G"  represents  invested  capital  and 
represents  Net  Income. 

If  **C**  does  not  exceed  $25,000,  the  excess  profits  tax  equals 
40  per  cent  of  "I"  less  3.2  per  cent  of  "0"  less  $1,200. 

If  "C"  exceeds  $25,000,  the  excess  profits  tax  equals  40  per  cent 
of  "I"  less  5.6  per  cent  of  "G"  less  $600. 

If  *T'  Is  less  than  20  per  cent  of  "G,"  the  excess  profits  tax 
«>!qual8  20  per  cent  of  *T*  leen  1.6  per  cent  of  "G**  less  $600. 

104.— Maximum  Tax  Under  Section  302. 

If  "1"  does  not  exceed  $20,000,-the  m«>'Hm«ni  tax  equals  20  per 
cent  of  "I"  less  $600.  # 

If  "I"  exceeds  $20,000,  the  maziBlum  tax  equals  40  per  cent  of 
T*  less  $4,600. 


APPENDIX  A 
Data  Sheet 

Used  in  the  Preparation  of  Individual  Income  Tax  B^nma 
(Paragrapk  aambws  indieate  wkMe  aob^  mattw  to  treated  in  boti^) 

TAXABU!  INCOMB 

Income 


Business  (Par.  2)  Amount 

Building    

Oarage  

Hotel  


Laundry   

liivery  

Manufactoring 

Mining  

Beataumnt  

Storage  


Trading  

Professions  (Par.  2). 
Sales  (Vbt.  2) 

Crops  ^  


Livestock 


Manufactured  products  

Merdundise  

Products  mined  

Services  rendered,  not  salaries  (Par.  2). 
!nfansi>ortation  service  rendered  (Par.  2) 


Income  from — 
Service  rmdBnA  (Piar.  2)  ^ 


Bonuses  

Commissions  

Compensation  for  job  done  and  work,  labor 
or  service  performed—^,  .  
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Amount 

Director's  fees  ■.    

Fees  — — — —  — — — — — — 

Military  or  naval  service  (Par,  7)  

Pensions,  private    

Salaries    

United  States  civU  prions    


Income  from — 

Fiduciaries  (Par.  62)  

Partnerships  (Par.  26,  63)  

PenKNuU  service  corporations  (Par.  26,  64)  


Profits  from — 
Exchange  of  inroperty  (Par.  4)  

Sales  (Par.  2.  3) 

Bonds   

Buildings   

Business  real  estate  

Land   

Miscellaneons  property,  not  in  businesB  

Property  acquired  under  a  will  or  by  in- 
heritance   

Property  received  as  a  gift  

SecnritleB  

Stocks  


Income  from — 
Bents  (Far.  2)  

Royalties  (Par.  2) 

Lease  of  mines,  oil  and  gas  wells,  or  timber 

Use  of  copyrights  

Use  of  patmts  
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Income  from—  Amount 
IMscoont  (Par.  2)  

Interest  (Par.  2) 

Bank  deposits  

Domestic  corporation  bonds  

Foreign  corporation  bonds  

Foreign  government  bonds  

Money  lent  "  

Mortgages     

Notes  

Securities  

Life  endowment  or  annuity  insurance,  in  excess 
of  premiums  paid  (Par.  7)  

Losses  or  bad  debts  recovered    ^ 

Property  acquired  by  gift  or  under  a  will  or 
by  inheritance  (Par.  7)  ^  


Income  from — 

Dividends  (Par.  5,  23) 

Domestic  corporations,  not  subject  to  normal 
tax   

Foreign  corporations,  not  subject  to  normal 
tax  .  


Income  from — 

Interest  (Par.  7,  8) 
Liberty  bonds  in  excess  of  exemptions  allowed 

United  States  obligations  

War  Unance  Corporation  bonds,  in  excess 
of  exemptions  allowed  

War  Savings  Certiflcates  in  excess  of  ex- 
emptions allowed  
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DEDUCTIONS 

Amount 

Amortization  (Par.  18) 
War  equipment  


Bad  debts  (Par.  17) 
Addition  to  a  reserve  for  bad  debts. 

Charged  off  in  part  

Reserve  for  bad  debts  — 

Worthless  and  charged  off  


Depletion  (Par.  19) 
Mines,  oU  and  gas  wells,  and  timber 


Depreciation  (Par.  18) 
Copyrights  

Franchises   '■  

Patents  

Wear,  tear,  depreciation  and  obsolescence  of 
property  ~ 


Donations  (Par.  20) 
Donations  and  gifts,  15%  of  net  income 


Expenses  (Par.  10) 
Automobile  expenses,  if  used  in  business  

Bonuses  to  employees  

Fire  insurance  paid  on  business  property  

Incidental  expenses  necessary  for  the  con- 
duct of  the  business  

Pay  of  employees  

Purchase  of  tools  and  implements  

Rents  paid  on  business  property  

Rent  paid  for  store  

Repairs  to  business  property  

Salaries  paid  

ft 
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m      11  .  Amount 

TrayeUng  expeiuwg  in  ooaiiectioii  with  bnsl- 

nesB  and  trade  

Wages  of  hired  help  


Interest  (Par.  11) 

Discomit  paid  on  loans  

Interest  paid  on  biudness  loans. 
Interest  paid  on  personal  loans.. 


Iiosses  (Par.  18) 
Ckmnected  with  trade,  business  or  profession 

From  the  sale  of  secnritiee  

In  excess  of  insurance  (a)  from  theft;  (b) 
from  fire;  (c)  from  storm;  (d)  from 
shipwreck ;  (e)  from  casualty^  

On  transactions  entered  into  for  profit,  not 
in  business  


Taxes  (Par.  12) 
Automobile  license  

Personal  taxes  on  property  not  used  in  busi- 
ness or  profession  

Real  estate  taxes  on  home  

State,  county  and  local  taxes  and  assess- 
moits  for  1921,  except  local  improvements 

State  income  t-^'Km  ._  

Taxes  on  business  property  

CREDITS 

Credits  Against  Net  Income  (Par.  23) 

Credit  for  dependents  

Dividaids  

Interest  on  United  States  obligations.  

Specific  (personal)  exemption  

Credit  Against  Tax 
Foreign  taxes  (Par.  24)  

Amount  withheld  on  tax-free  covenant  bonds 
(Par.  25)  


it 
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EXEMPT  INCOME 
(Par.  7) 

Amount  Amount 
Of  tax  withheld  at  source  in  the  case  of  tax- 
free  covenant  bonds  (Par.  25)  

Received  under  the  Vocational  Rehabilitation 
Act  


War  Risk  Insurance  Act. 


CJompensation 
Received  from  a  State  or  political  sab-divi- 
8i<Hi  tl^reof  (Par.  2)  

Income 

From  sources  without  the  United  States  

Interest 
On 

Federal  farm  loan  bonds  


Liberty  bonds,  which  is  exempt  by  law  

Philippine,  Porto  Rico,  Manidpal  and  State 

Is  


iiniu 


War  Finance  Corporation  bonds,  whicli  is 
exempt  by  law    

War  Savings  Certificates,  wliicb  is  exempt 
by  law  — 

Money  and  Property  Acquired 

By  gift,  not  as  a  consideration  for  serviceB 
rendered  —  

Under  a  will  or  by  inheritance  

Proceeds  under 
Health  and  accident  insuraiM^e  contracts  

Life  insarance  contracts  upon  the  death  of 
the  insured  


Life  Insurance,  endowment  and  annuity  c<m- 
tnets,  not  in  excess  of  premiums  paid  in 

Workmen's  Ck>mpen8ation  Acts  and  damaget 
received  by  suit  or  agreement  on  account 
of  injuries  or  sickness  

Refund  of  premiums  on  endowment  or  annuity 
insurance   — 

Stock  dividends  (Par.  6)  

n 


FEDERAL  INCOME  TAXES  FOR  IWl 


ITEMS  NOT  DEDUCTIBLE 

Depreciation  (Par.  18)  Amount 

By  life  tenant  

On  residence  ^_   

Expenses  (Par.  22) 

Automobile  expense,  used  for  pleasure    

Commutation  expenses      

Cost  of  new  buildings,  permanent  improve- 
ments or  betterments  

Fire  insurance  paid  on  residence    

Improvements  and  betterments  adding  to  the 
value  of  the  property    

Peraonal,  liying  and  family  expenses    

Premiums  on  life  insurance  innring  to  tbe 
benefit  of  taxpayer  

Premiums  paid  on  own  life  insurance    

Bents  paid  on  residence  

Repairs  or  restoration  of  propertv  compen- 
sated for  under  the  depredation,*  wea  rand  , 
tear  allowance   __ 

Repairs  to  residence  

Traveling  expenses,  not  business  trip  

Interest  (Par.  22) 

On  indebtedness  to  purchase  tax-exempt 
bonds  and  securities  

Taxes  (Par.  12) 

Federal  estate  taxes  

Federal  income  taxes  

Foreign  income  and  profits  taxes  claimed  as 
a  credit  

State  inheritance  taxes  

Taxes  or  assessments  for  local  improvements 


APPENDIX  B 

List  of  Principal  Forms 

(Used  in  the  Return  and  Collection  of  Income  and  Profits  Taxes) 

46  — Claim  for  Refund.  Taxes  erroneously  or  illegally  collected. 

47  — Claim  for  Abatement   Taxes  erroneously  or  Illegally  as- 

47A — Claim  for  Credit  Taxes  paid  in  excess. 

1000  — Ownership  Oertiflcate.   Tax  to  be  paid  at  source. 

1001  — Ownership  Certificate.  Tax  not  to  be  paid  at  source. 

lOOlA— Ownership  Certificate.  Tax  not  to  be  paid  at  source. 
Foreign  items. 

lOOlB — Ownership  Certificate  used  by  individual  nonresidout  alien 
owners  of  tax-free  covenant  bonds  (claiming  credits 
under  Section  216). 

1012  — Montibly  Return  of  Normal  Income  Tax  to  be  Paid  at 

Source  (Interest  on  Bonds  and  Other  Similar  Obliga- 
tions of  Domestic  and  Resident  Corporations  and  For- 
eign  (Corporations  Having  a  Paying  ik^nt  in  United 
States). 

1013  — ^Annual  Return  of  Normal  Income  Tax  to  be  Paid  at 

Source  (Same  Explanation  as  Form  1012). 

1017  — Application  for  License  for  Collection  of  Income  from  For- 
eign (Countries  (Foreign  Items). 

1040  — Individual  Income  Tax  Return.    For  Net  Incomes  of 

More  than  $5,Q00. 

1040A— Individual  Income  Tax  Return.  For  Net  Income  of  Not 
More  than  $5,000. 

1040F — Schedule  of  Farm  Income  and  Expense 

1041  — Fiduciary  Income  Tax  Return. 

1042  — ^Annual  Return  of  Normal  Income  Tax  to  be  Paid  at 

Source  (Salaries,  Wages,  Rent,  etc.,  Paid  to  Nonresi- 
dent Alien  Individuals  and  Foreign  Corporations). 

1068  —Substitute  Certificate— Tax  Not  to  be  Paid  at  Source  (In- 
terest on  Bonds  and  Other  Similar  Obligations  of  Do- 
mestic and  Resident  Corporations). 

1059  — Substitute  Certificate — Tax  to  be  Paid  at  Source  (Interest 
on  Bonds  and  Other  Similar  Obligations,  etc.). 

1065  — Partnership  and  Personal  Service  (Corporation  Income  Tax 
Return. 

1078  —Certificate  of  AUen  Claiming  Residence  in  the  United 
States. 
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1087  —Ownership  Certificate.  Disclosing  Actual  Owner  of  Stock 
( For  Use  of  Foreign  Principal  to  Disclose  Actual  Own- 
ership of  stock  of  Domestic  Corporation  Registered  In 
Isame  of  Representative  in  United  States). 

1096  — Annual  Information  Return  of  Payments,  etc.,  of  $1,000  or 
More. 

1096A— Monthly  Information  Betum  of  Payments  of  Interest  on 
Bonds  of  Domestic  and  Foreign  Ck)rporations  and  Ck)un- 
tries,  and  Dividends  on  Stock  of  Foreign  Corporations. 

1096B— Annual  Information  Return.  Payments  of  Interest  etc 
(same  as  1096A). 

— B^rt  of  Income  Paid  to  Nonresident  Alien  Individuals 
and  Foreign  Corporations. 

1099  —Report  of  Income  of  $1,000  or  More  Paid  during  the  Cal- 
endar Year. 

1114  —Application  for  Permission  to  Establish  a  Beplacement 
Fund. 

1116  —Claim  by  Nonresident  Alien  Individual  for  Benefit  of  Per- 
sonal Exemption  and  Credit  for  Dependents. 

1116  —Claim  for  Credit  for  Foreign  Taxes  Paid  by  Individuals. 

1117  —Bond  pending  determination  of  Credit  for  Foreign  In- 

come and  Profits  Taxes  under  Section  222(b)  of  Rev- 
enue Act  of  1918. 

1118  —Claim  for  Credit  for  Foreign  Xaxes  Paid  by  Domestic 

Corporations. 

U19  —Bond  pending  determination  of  Credit  for  Foreign  Income 
and  Profits  Taxes  under  Section  238(a)  of  Revenue  Act 
of  1918. 

1120  —Corporation  Income  and  Profits  Tax  Betum. 
1120S — Government  Contracts  Profits  Tax  Return. 

1122  —Information  Betum  of  Subsidiary  or  Affiliated  Corpora- 
tion. 

1125  —Schedule  of  Taxable  Interest  on  Liberty  Bonds. 

1126  —Certificate  of  Inventory. 
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INTENTIONAL  SECOND  EXPOSURE 
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1087  — Owu-rsbip  Certificate.  Disclosing  ActiitJ  Owner  of  Stock 
(For  Lse  of  Foreign  Principal  to  Disclose  Actual  Own- 
ership of  stock  of  Domestic  Corporation  Registered  in 
^auie  of  Representative  in  United  States). 

1090  —Annual  Information  Return  of  Payments,  etc.,  of  $1,000  or 
More. 

1006A-— Monthly  Information  Re  turn  of  I'ayments  of  Interest  on 
Bonds  of  Domestic  and  Foreign  Corporations  and  Coun- 
tries, and  Dividends  on  Stock  of  Foreign  Corporations. 

1096B— Annual  Information  Return.    Payments  of  Interest,  etc 
(same  as  1096A). 

1098  —Report  of  Income  Paid  to  Nonresident  Alien  Individuals 

and  Foreign  Corporations. 

1099  —Report  of  Income  of  $1,000  or  More  Paid  during  tlie  Cal- 

endar Tear. 

1114  —Application  for  Permission  to  Establish  a  Replacement 

Fund. 

1115  —Claim  by  Nonresident  Alien  Individual  for  Benefit  of  I'er- 

sonal  Exemption  and  Credit  for  Dependents. 

1116  —Claim  for  Credit  for  Foreign  Taxes  Paid  by  Individuals. 

1117  —Bond  pending  determination  of  Credit  for  Foreign  In- 

come and  Profits  Taxes  under  Section  222(b)  of  Rev- 
enue Act  of  1918. 

1118  —Claim  for  Credit  for  Foreign  Taxes  Paid  by  Domestic 

Corporations. 

1119  —Bond  pending  determination  of  Credit  for  Foreign  Income 

and  Profits  Taxes  under  Section  238(a)  of  Revenue  Act 
of  19ia 

1120  —Corporation  Income  and  Profits  Tax  Return. 

1120S— Government  Contracts  Profits  Tax  Return. 

1122  —Information  Return  of  Subsidiary  or  Ail'iliated  Corpora- 
tion. 

1125  -Schedule  of  Taxable  Interest  on  Liberty  Bonds. 
1120  — Certificate  of  Inventory. 
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gINCE  the  founding  of  our  organization  in  Boston 
over  40  years  ago  we  have  been  steadily  develop- 
ing our  facilities  for  the  handling  of  all  classes  of  in- 
vestments. Today  we  have  fifteen  offices  located  in 
the  principal  cities  of  the  country,  each  one  in  charge 
of  a  resident  partner  or  our  own  manager,  and  con- 
nected by  our  private  wire  system.  We  offer  a  com- 
I^te  service  to  investors. 

Our  offerings  of  investment  securities  are  carefully 
selected  to  meet  the  requirements  of  both  individual 
and  institutional  buyers  and  include  United  States 
Government,  Municipal,  Raifaxiad,  Industrial  and  Pub- 
lic Utility  bonds,  together  with  such  Foreign  Issues  as 
find  a  ready  market  in  this  country.  ^ 

We  invite  your  inquiries. 


PAINE,  WEBBER  &  COMPANY 
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